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POLITICAL  AND  SOCIAL  CHANGE  EST  NEW 

ZEALAND 


MONDAY,  JULY  31,  1995 

House  of  Representatives, 
Subcommittee  on  Asia  and  the  Pacific 
Committee  on  International  Relations, 

Washington,  DC. 

The  Subcommittee  met,  pursuant  to  call,  at  2:06  p.m.,  in  room 
2200,  Rayburn  House  Office  Building,  Hon.  Doug  Bereuter  (chair- 
man of  the  Subcommittee)  presiding. 

Mr.  Bereuter.  The  Subcommittee  will  come  to  order. 

During  the  first  6  months  of  the  104th  Congress,  the  Asian  and 
Pacific  Subcommittee  has  conducted  oversight  over  a  wide  range  of 
activities  from  human  rights,  to  refugees,  to  counternarcotics,  to 
missile  proliferation.  We  have  devoted  considerable  attention  to 
such  nations  where  bilateral  relations  with  the  United  States  have 
been  strained,  in  other  words,  China,  North  Korea.  But  proper 
oversight  need  not,  indeed  should  not,  be  restricted  to  jumping 
from  crisis  to  crisis. 

Today,  we  have  the  opportunity  to  explore  a  success  story.  New 
Zealand  has  in  the  past  decade  experienced  a  remarkable  political 
and  economic  turnaround.  As  a  matter  of  fact,  in  March  I  sug- 
gested to  Speaker  Gingrich  and  to  Majority  Leader  Armey  that 
they  ought  to  take  their  first  leadership  visit  in  the  104th  Congress 
to  New  Zealand  and  I  outlined  why  I  thought  it  would  be  a  good 
idea. 

I  understand  there  is  a  congressional  delegation  planning  to  go 
in  December  with  some  contact  with  the  Speaker's  office,  so  per- 
haps that  will  substitute,  but  I  still  think  in  particular  that  Major- 
ity Leader  Armey  would  be  particularly  interested  in  what  has 
happened  there  and  I  have  commended  it  to  him. 

The  United  States  and  New  Zealand  enjoy  a  long  history  of  close 
relations.  We  were  allies  in  both  world  wars  and  New  Zealand,  to- 
gether with  Australia,  was  a  key  partner  with  the  United  States 
in  the  ANZUS  security  alliance.  Unfortunately,  over  the  past  dec- 
ade the  relationship  has  been  marred  by  the  tension  over  port  vis- 
its by  U.S.  naval  vessels. 

In  the  mid-1980's,  New  Zealand  declared  itself  a  nuclear-free 
zone  and,  since  the  tjnited  States  refuses  to  identify  its  ships  that 
have  nuclear  weapons,  the  effect  was  to  prohibit  port  calls  by  our 
Navy.  Washington  in  turn  responded  by  suspending  our  defense 
treaty  relationship  with  New  Zealand. 

This  remains  a  significant  problem  that  I  know  Deputy  Assistant 
Secretary  O'Leary  is  prepared  to  discuss.  Nonetheless,  we  are  now 
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trying  to  get  beyond  these  difficulties.  It  is  fair  to  say,  I  believe, 
that  Prime  Minister  Bolger's  very  successful  and  welcomed  visit  to 
Washington  several  months  ago  marked  what  can  be  the  beginning 
of  a  new  and  positive  era  in  U.S. -New  Zealand  relationship. 

At  the  hearing  today,  we  specifically  are  intent  upon  examining 
the  impressive  political  and  economic  reforms  that  New  Zealand 
has  implemented  over  the  past  decade  and  to  examine  lessons  that 
might  be  learned  for  U.S.  actions.  New  Zealsind  has  truly  been  on 
an  economic  boom.  One  of  the  world's  wealthiest  and  most  dynamic 
in  the  1950's,  New  Zealand  unfortunately  fell  a  victim  to  the  ex- 
tremes of  centralized  state  planning. 

By  the  1980's,  the  economy  was  nearing  collapse.  Centralized 
market  controls,  nationalization  of  key  sectors  and  overregulation 
had  produced  a  stagnant  economy.  I  think  one  of  the  witnesses  has 
in  their  written  statement  that  the  productivity  rating  was  the  bot- 
tom of  the  OECD  countries  during  that  period  of  time. 

The  government  had  instituted  wage  and  price  controls  and  had 
undertaken  a  range  of  social  obligations  far  beyond  its  ability  to 
fund.  By  1984,  New  Zealand  was  the  victim  of  double  digit  unem- 
ployment, inflation  of  more  than  15  percent  a  year  and  it  faced 
great  difficulty  in  attracting  support  from  the  international  finan- 
cial institutions. 

Faced  with  such  a  disastrous  situation,  New  Zealand's  Labor 
Government  instituted  a  broad  range  of  reforms:  abolishing  import 
quotas,  cutting  tariffs,  getting  rid  of  most  subsidies,  selling  off  gov- 
ernment-owned monopolies  and  enacting  major  labor  reform  law. 

At  the  same  time  these  economic  reforms  were  being  enacted, 
New  Zealand  fundamentally  revamped  the  way  that  its  govern- 
ment functioned.  Government  departments  were  expected  to  adopt 
accrual-based  Generally  Accepted  Accounting  Principles  and  de- 
partment heads  were  made  responsible  for  the  fiscal  soundness  of 
their  agencies. 

In  short.  New  Zealand  adopted  its  own  version  of  an  economic 
"Contract  With  America"  over  a  decade  ago,  and  the  people  of  New 
Zealand  clearly  seem  to  be  reaping  the  benefits  today.  There  are 
some  problems,  too,  and  we  want  to  hear  some  about  those  prob- 
lems and  people  that  perhaps  have  not  benefited. 

The  results,  as  we  shall  hear,  have  been  truly  astounding.  New 
Zealand's  economy  last  year  grew  almost  6  percent,  making  it  one 
of  the  most  dynamic  economies  in  the  world.  Business  investment 
has  poured  into  the  country  and  there  is  every  indication  that  New 
Zealand  has  become  a  force  to  contend  with  in  the  highly  competi- 
tive Asian  market. 

Certainly  no  such  revolution  could  occur  without  causing  disrup- 
tion and  at  least  temporary  hardship  for  some  who  had  grown  de- 
pendent on  government  largesse.  But  in  weighing  this  hardship,  it 
is  important  to  note  that  New  Zealand  was  on  the  way  to  economic 
collapse  and  that  hardship  and  disruption  were  inevitable.  The  re- 
markable thing  is  that  after  all  this  temporary  disruption,  the  New 
Zealand  society  has  quickly  rebounded.  From  this  perspective  it 
would  seem  that  New  Zealand's  contract  has  been  a  remarkable 
success. 

For  the  hearing  today  we  have  an  excellent  panel  of  witnesses, 
actually  two  panels,  to  discuss  with  the  Subcommittee  how  this 


economic  miracle  was  achieved  and  how  the  government  reforms 
have  worked  and  at  what  cost.  They  are  also,  I  hope,  in  a  position 
to  suggest  what  lessons  can  be  drawn  for  the  United  States. 

The  first  panel,  Deputy  Assistant  Secretary  Sandra  O'Leary  has 
responsibility  for  Oceania,  Southeast  Asia,  and  the  Pacific  Island 
nations.  Prior  to  her  present  position  she  served  as  Director  of 
Planning  and  Economic  Analysis  at  the  State  Department  as  well 
as  having  various  positions  at  Treasury  and  USTR,  and  I  just  no- 
tice that  you  played  a  key  role  in  our  APEC  activities. 

Mrs.  O  Leary.  Yes. 

Mr,  Bereuter.  Until  very  recently  and  we  held  a  hearing  on  that 
subject  last  week  in  order  to  give  our  colleagues  and  the  country 
more  understanding  of  APEC.  Secretary  O'Leary  holds  a  doctorate 
from  Johns  Hopkins  University. 

On  the  second  panel  we  have  two  people.  Ambassador  Paul 
Cleveland  enjoyed  a  long  and  distinguished  career  in  the  foreign 
service,  including  service  as  the  U.S.  Ambassador  to  New  Zealand. 
He  put  on  quite  an  interesting  party  for  the  prime  minister  when 
he  was  here.  It  was  a  pleasure  to  attend  that.  I  learned  a  lot  in 
the  visit  with  the  prime  minister  and  his  wife.  He  presently  serves 
as  the  president  of  the  United  States-New  Zealand  Council. 

Mr.  Robert  O'Quinn  is  a  policy  analyst  at  the  Heritage  Founda- 
tion where  he  is  completing  a  major  study  of  New  Zealand's  gov- 
ernment reforms.  Prior  to  joining  Heritage,  Mr.  O'Quinn  served  in 
various  congressional  staff  positions. 

I  would  tell  our  witnesses  that  your  full  testimony  will  be  made 
a  part  of  the  record,  but  I  would  ask  our  witnesses  if  they  can  to 
limit  their  remarks  to  approximately  10  to  12  minutes  and  that 
will  permit  Subcommittee  members,  at  least  this  member — hope- 
fully, there  will  be  more  joining  us  as  the  planes  arrive — the  great- 
est possible  exchange  with  our  witnesses  during  our  question-and- 
answer  period. 

Secretary  O'Leary,  thank  you  very  much  for  coming. 

You  may  summarize  or  proceed  as  you  wish. 

STATEMENT  OF  MRS.  SANDRA  O'LEARY,  DEPUTY  ASSISTANT 
SECRETARY  OF  STATE  FOR  EAST  ASIAN  AND  PACIFIC  AF- 
FAIRS, U.S.  DEPARTMENT  OF  STATE,  ACCOMPANIED  BY  MR. 
GUS  RECINOS,  NEW  ZEALAND  DESK  OFFICER 

Mrs.  O'Leary.  Thank  you  very  much,  Mr.  Chairman. 

It  is  a  pleasure  to  appear  before  the  Subcommittee  to  discuss  our 
relations  with  New  Zealand  and  that  country's  impressive  economic 
reforms  which  have  made  it  one  of  the  top  performers  in  the 
OECD,  as  you  said. 

Before  focusing  on  New  Zealand's  economic  success  story,  I  would 
like  to  briefly  review  this  administration's  efforts  to  strengthen  our 
ties  with  New  Zealand. 

At  the  President's  direction,  the  administration  completed  a  re- 
view of  U.S.  policy  toward  New  Zealand  in  February  1994.  This 
was  the  first  such  review  undertaken  since  the  mid-1980's  when 
New  Zealand  enacted  antinuclear  legislation  that  effectively  bars 
visits  by  U.S.  Navy  ships  to  that  country. 

New  Zealand  law  does  this  in  two  ways:  It  prohibits  visits  by  nu- 
clear-powered vessels,  and  some  40  percent  of  U.S.  Navy  combat- 


ants  are  nuclear  propelled;  it  also  requires  the  prime  minister  to 
determine  that  ships  and  aircraft  are  not  carrying  nuclear  weapons 
before  granting  them  permission  to  visit.  This  of  course  conflicts 
with  our  longstanding  global  policy  of  neither  confirming  nor  deny- 
ing the  presence  or  absence  of  nuclear  weapons  on  particular  air- 
craft or  ships. 

Given  the  inability  of  our  ships  to  visit  New  Zealand,  we  sus- 
pended our  defense  obligations  to  that  country  under  the  ANZUS 
Alliance  in  1986.  This  was  not  an  easy  decision.  New  Zealand  long 
had  one  been  one  of  our  closest  allies,  fighting  alongside  U.S.  forces 
in  virtually  every  major  conflict  this  century  and  yet  it  was  clearly 
impossible  to  sustain  defense  obligations  to  a  country  which  no 
longer  permitted  access  to  our  Navy  ships.  Similarly,  since  U.S. 
ships  could  not  visit  New  Zealand,  it  followed  that  U.S.  forces  could 
not  exercise  with  their  New  Zealand  defense  force  counterparts  and 
joint  military  exercises  were  ended  as  well. 

Much  has  happened  since  New  Zealand  passed  its  antinuclear 
legislation.  We  have  removed  all  tactical  nuclear  weapons  and  the 
nuclear  capability  from  most  of  our  ships  although  our  NCND  pol- 
icy remains  in  place. 

At  the  same  time,  an  exhaustive  New  Zealand  government  study 
has  found  U.S. -nuclear  propelled  Navy  ships  to  be  safe.  Meanwhile, 
we  have  worked  with  New  Zealand  to  achieve  an  indefinite  exten- 
sion of  the  NPT,  and  we  will  closely  coordinate  with  New  Zealand 
and  others  as  we  seek  to  conclude  a  comprehensive  test  ban  treaty 
in  the  coming  year. 

The  United  States  and  New  Zealand  are  also  cooperating  on  a 
range  of  issues  involving  the  establishment  of  a  new  world  trade 
organization,  the  Asia  Pacific  Economic  Cooperation  forum,  APEC, 
the  ASEAN  Regional  Forum,  peacekeeping  operations,  KEDO  and 
our  Antarctic  programs.  It  was  against  this  background  of  increas- 
ing cooperation  that  the  administration  decided  in  February  1994 
to  restore  senior-level  contacts  between  officials  of  our  two  govern- 
ments. 

It  seemed  to  us  that  the  dramatic  changes  outlined  above  offered 
an  opportunity  to  take  another  look  at  how  we  might  constructively 
work  on  security  issues.  New  Zealand  and  the  United  States  are 
natural  partners  and  we  would  like  to  see  cooperation  again  extend 
across  all  aspects  of  our  respective  policies,  including  in  the  unfin- 
ished business  in  the  security  arena. 

President  CHnton's  meeting  with  Prime  Minister  Bolger  was  the 
first  such  meeting  to  take  place  at  the  White  House  in  11  years. 
That  meeting  was  not  an  end  in  itself  but  rather  the  beginning  of 
a  new  stage  in  a  process  of  political  reconciliation  that  will,  we 
trust,  enable  our  two  democratic  countries  to  reestablish  the  kind 
of  close  links  that  previously  served  our  joint  interests. 

Looking  today  at  New  Zealand's  impressive  economic  record,  I 
would  like  to  begin  with  a  minor  word  of  caution.  New  Zealand  has 
been  seen  as  a  potential  model  for  others,  showing  clearly  the  very 
real  benefits  of  free  market  economics  and  open  trade  and  invest- 
ment regimes.  In  the  1994  World  Competitiveness  Survey,  New 
Zealand  ranked  seventh  among  OECD  economies  rising  quickly 
from  eighteenth  just  3  years  earlier.  But  there  are  some  cautions 
here. 


We  must  remember  that  New  Zealand  is  an  economy  of  only  3.5 
million  people.  Its  small  population  has  meant  that  the  country's 
economy  is  more  amenable  to  rapid  structural  change.  We  must 
also  not  forget  that  New  Zealand's  rapid  reforms  were  gut  wrench- 
ing for  many  as  layoffs  and  double  digit  unemployment  were  the 
transitional  results  of  the  dramatic  economic  restructuring. 

With  the  advent  of  New  Zealand's  new  mixed-member  propor- 
tional electoral  system,  future  elections  are  likely  to  produce  coali- 
tion governments  less  able  to  pursue  sweeping  reforms.  Still,  there 
is  considerable  consensus  across  New  Zealand's  political  spectrum 
that  the  deflationary  growth  strategy  and  open-door  policies  begun 
by  the  former  Labor  Government  and  carried  on  by  the  National 
Party  have  proven  their  worth. 

From  having  been  one  of  the  three  or  four  richest  countries  on 
a  per  capita  basis  in  the  early  1950's,  New  Zealand  fell  to  about 
20th  in  the  international  rankings  by  the  end  of  the  1970's.  Be- 
tween 1975  and  1982,  there  was  virtually  no  growth  with  annual 
inflation  of  about  15  percent.  Unemployment  rose  rapidly  from  only 
1  percent  in  1979  to  7  percent  in  the  early  1980's,  while  consumer 
purchasing  power  plummeted. 

The  reforms  of  the  1980's  and  early  1990's  slashed  high  protec- 
tive tariffs  and  abolished  import  quotas.  They  ended  expensive  ag- 
ricultural subsidies,  passed  the  Reserve  Banking  Act  to  fight  infla- 
tion, removed  foreign  exchange  controls  and  floated  the  New  Zea- 
land dollar. 

The  government  passed  the  Employment  Contracts  Act  to  reduce 
labor  market  rigidities  and  it  sold  off  government-owned  monopo- 
lies and  enterprise.  A  few  industries  remain  protected  but  tariffs 
in  these  sectors  are  gradually  being  phased  out  as  well. 

After  vears  of  hardship,  New  Zealanders  are  finally  enjoying  the 
fruits  of  economic  reform.  Real  GDP  rose  from  a  negative  1.3  per- 
cent in  1992  to  a  positive  5.5  percent  last  year,  one  of  the  highest 
rates  of  growth  in  the  OECD. 

This  year,  thanks  to  monetary  tightening,  the  economy  looks 
ready  to  settle  into  a  sustainable  long-term  growth  pattern  with 
probable  gprowth  at  around  4.7  this  year,  according  to  the  Reserve 
Bank. 

The  consensus  forecast  is  that  growth  will  continue  by  3  to  4  per- 
cent in  subsequent  years.  In  strict  agreement  between  the  govern- 
ment and  the  Reserve  Bank,  underlying  inflation  is  kept  within  a 
narrow  range  of  zero  to  2  percent  and  it  has  remained  in  that 
range  for  most  of  the  last  4  years. 

More  internationally  competitive,  the  New  Zealand  economy  is 
enjoying  the  best  combination  of  conditions  in  decades.  Unemploy- 
ment is  down,  government  surpluses  are  mounting  and  the  govern- 
ment intends  to  reduce  the  net  public  debt  and  to  eliminate  all  for- 
eign debt  by  fiscal  year  1996-1997. 

The  government  ended  the  1993-1994  budget  year  on  June  30th 
with  its  first  surplus  since  1978.  The  government  hopes  to  intro- 
duce income  tax  cuts. 

Looking  at  the  bilateral  situation,  the  United  States  vies  with 
Japan  as  New  Zealand's  second  largest  trading  partner.  In  1994, 
New  Zealand  sent  us  about  $1.4  billion  in  exports,  largely  agricul- 
tural, while  we  exported  $1.5  billion  to  New  Zealand,  primarily  ma- 


chinery,  aircraft  and  parts,  transportation  equipment,  plastics, 
chemicals,  fertilizers  and  medical  equipment. 

While  reliable  foreign  direct  investment  figures  are  always  dif- 
ficult to  obtain,  we  believe  that  U.S.  net  direct  foreign  investment 
to  date  in  New  Zealand  probably  totals  somewhere  in  the  vicinity 
of  about  $4  billion.  Recent  notable  U.S.  investments  have  included 
H.J.  Heinz's  takeover  of  the  largest  New  Zealand  food  processor  in 
1992;  ITT  Rayonier's  purchase  of  government-owned  forests  in 
1992;  Ameritech  and  Bell  Atlantic's  purchase  of  the  government 
telephone  company  in  the  period  of  1990  to  1993;  and  Wisconsin 
Rail's  investment  in  the  government-owned  railroad  in  1993. 

Other  investments  have  included  the  acquisition  of  the  Govern- 
ment Computing  Center  and  the  bank's  Clearinghouse  Computer 
Company  by  EDS  in  1994,  and  International  Paper's  acquisition  of 
the  paper  firm  Carter  Holt  Harvey. 

With  exports  accounting  for  almost  one-third  of  GDP,  the  New 
Zealand  Government's  economic  agenda  is  aimed  at  increasing  the 
competitiveness  of  New  Zealand  exports  and  attracting  even  great- 
er foreign  investor  interest.  To  that  end,  New  Zealand  is  a  strong 
supporter  of  global  and  regional  trade  and  investment  liberaliza- 
tion. 

The  U.S. -New  Zealand  bilateral  economic  relationship  is  close 
and  cooperative.  We  have  largely  similar  or  parallel  goals  in  APEC, 
the  GATT,  now  WTO,  and  other  multilateral  economic  fora. 

While  bilateral  economic  relations  are  strong  and  cooperative. 
New  Zealand,  as  a  major  nonsubsidizer,  does  oppose  the  recent  ex- 
pansion of  the  U.S.  Dairy  Export  Incentive  program,  or  DEIP,  into 
Asian  markets.  The  U.S.  has  reassured  the  Government  of  New 
Zealand  this  program  is  consistent  with  the  U.S.  GATT  Uruguay 
Round  commitments  and  that  we  will  seek  to  minimize  any  impact 
on  fairly  traded  commodities. 

We  have  a  mechanism  in  place  to  discuss  and  resolve  our  bilat- 
eral economic  issues.  That  is  the  TIFA,  or  Trade  and  Investment 
Framework  Agreement,  which  was  signed  in  October  1992.  Most 
recently,  we  held  consultations  under  this  agreement  in  July  here 
in  Washington, 

Mr.  Chairman,  this  concludes  my  prepared  remarks  covering  the 
current  state  of  U.S. -New  Zealand  relations  and  economic  reforms 
implemented  by  the  Government  of  New  Zealand  since  the  mid- 
1980's. 

I  would  be  happy  to  answer  any  questions  that  you  might  have. 

Thank  you  very  much. 

[The  prepared  statement  of  Mrs.  O'Leary  appears  in  the  appen- 
dix.] 

Mr.  Bereuter.  Thank  you  very  much.  Secretary  O'Leary. 

I  do  have  a  number  of  questions  that  I  think  you  could  help  me 
with  by  your  answers  today  or  by  information  that  you  could  pro- 
vide. I  just  would  like  to  start  right  down  the  list. 

I  mentioned  your  role  in  APEC  and  I  understand  that  New  Zea- 
land has  played  a  significant  role  in  APEC  along  with  Australia 
and  the  United  States,  among  others.  To  what  extent  do  you  feel 
that  the  U.S.  goals  for  APEC  are  consistent  with  New  Zealand's  ob- 
jectives; or  point  out  any  inconsistencies  that  you  see  at  this  point. 


Just  as  an  example,  in  the  area  of  the  differential  treatment  be- 
tween developed  and  developing  countries  and  2010,  2020,  where 
would  New  Zealand  have  come  down  publicly  on  that  issue? 

Mrs.  O'Leary.  We — in  general  terms,  the  U.S.  and  New  Zea- 
land's positions  in  APEC  have  been  very,  very  consistent  with  each 
other.  I  think  that  we  really  do  see  eye-to-eye  in  terms  of  the  im- 
portance of  promoting  more  open  trade  and  investment  regimes 
throughout  the  Asia-Pacific  region. 

We  have  been  especially  gratified  by  New  Zealand's  strong  rec- 
ognition as  to  the  importance  of  total  U.S.  engagement  in  the  re- 
gion in  the  economic  sense.  New  Zealand  has  argued  very  effec- 
tively in  APEC  fora  on  the  need  to  ensure  that  APEC  remains  an 
open  and  inclusive  organization  and  on  the  importance  of  U.S. 
leadership  and  full  participation  in  APEC. 

We  have  been  able  to  work  together  with  New  Zealand  and  Aus- 
tralia and  several  other  countries  in  APEC  to  develop  common  po- 
sitions and  to  work  with  some  of  the  less  developed  members  of 
APEC  to  promote  trade  liberalization.  In  the  best  APEC  tradition, 
I  think  all  of  us  attempted  in  the  run-up  of  Bogor  to  not  conduct 
our  consultations  on  the  2010,  2020  goals  for  fi^ee  trade,  to  conduct 
those  discussions  privately  and  directly  with  the  parties. 

APEC  has  a  tradition  of  consensus  which  has  worked  very  well 
in  terms  of  helping  us  to  push  the  envelope  on  trade  liberalization 
as  rapidly  as  possible.  All  of  us  attempted  to  not  take  open  public 
positions  until  consultations  were  done  and  until  we  had  worked  on 
bringing  all  countries  along,  and  I  think  that  helped  us  come  up 
with  the  strongest  statement  at  Bogor  that  we  could,  and  New  Zea- 
land especially  deserves  some  kudos  I  think  in  terms  of  having 
worked  very  effectively  with  all  the  members  of  APEC. 

Mr.  Bereuter.  You  are  choosing  your  words  carefully  here. 

Mrs.  O'Leary.  Yes,  I  will.  I  will. 

In  APEC,  we  have  been  very,  very  effective  at  making  our  views 
known,  but  APEC  is  a  group  of  18  countries  and  the  United  States 
is  just  one  of  those  18.  And  our  leadership  role  is  strongest  when 
we  work  with  others  and  when  we  take  account  of  the  interest  of 
others,  and  New  Zealand  has  really  been  very  effective  in  working 
the  other  members  of  APEC  in  bringing  their  concerns  to  the  front 
and  to  the  table  clearly  and  helping  us  find  compromises  and  solu- 
tions to  problems.  The  New  Zealanders  are  very,  very  good  at  that 
and  they  have  helped  strengthen  APEC  in  the  process. 

Mr.  Bereuter.  Thank  you. 

Mrs.  O'Leary,  in  our  conversation  before  the  hearing  started,  I 
think  I  understood  that  you  had  spent  some  time  at  USTR;  did  I 
understand  that? 

Mrs.  O'Leary.  Yes,  I  did  early  in  my  career. 

Mr.  Bereuter.  So  you  are  well  prepared  to  answer  questions  on 
trade. 

I  am  impressed,  of  course,  and  very  interested  in  the  fact  that 
New  Zealand  seems  to  have  moved  to  eliminate  agricultural  sub- 
sidies, a  very  impressive  and  difficult  task  in  light  of  the  environ- 
ment in  which  they  are  competing.  Does  New  Zealand  support  the 
inclusion  of  agricultural  products  in  APEC's  free  trade  objectives? 
Have  they  said  anything  publicly  about  that?  Do  you  know? 
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Mrs.  O'Leary.  I  am  not  aware  of  any  public  pronouncements  but, 
Mr.  Chairman,  in  this  case,  my  responsibihty  for  APEC  ended  after 
the  Bogor  declaration  and  it  was  in  that  subsequent  period  that  the 
real  specifics  were  addressed.  I  would  be  happy  to  get  back  to  you 
with  a  fuller  answer, 

Mr.  Bereuter.  All  right.  That  will  be  helpfiil. 

Mrs.  O'Leary.  I  don't  have  the  ability  to  answer  it. 

Mr.  Bereuter.  Thank  you. 

[The  information  apppears  in  the  Appendix.] 

I  notice  we  have  something  approaching  a  balance  in  our  export- 
import  with  New  Zealand.  The  last  figures  that  I  saw  in  one  of  the 
submitted  statements  here  showed  that  we  had  perhaps  100  mil- 
lion more  exports  than  imports  from  New  Zealand,  but  very  close. 

Mrs.  O'Leary.  Yes. 

Mr.  Bereuter.  As  expected,  it  mentioned  that  most  of  the  ex- 
ports from  New  Zealand  to  the  United  States  are  agricultural  ex- 
ports, where  ours  tend  to  be  manufacturing  and  services.  Can  you 
say  anything  about  how  New  Zealand  has  managed  to  cope  with 
their  sustaining  an  agricultural  export  base  in  the  light  of  its  uni- 
lateral disarmament  when  it  comes  to  agriculture  exports  and  agri- 
cultural subsidies  generally? 

Mrs.  O'Leary.  Yes. 

Mr.  Bereuter.  Is  it  because  the  primary  import  is  lamb  or  is  it 
much  broader  than  that? 

Mrs.  O'Leary.  It  is  broader  than  that,  though  lamb  is  clearly 
very  important.  When  New  Zealand  dismantled  its  subsidies  and 
other  government  programs  in  agriculture,  there  was  some  shift  in 
terms  of  what  was  being  produced.  Net  loss  of  agricultural  jobs, 
however,  was  very  small  and  their  competitiveness  in  the  agricul- 
tural sector  actually  increased  quite  dramatically.  They  have  con- 
tinued to  push  very  hard  in  the  GATT  WTO  for  the  most  forward- 
leaning  agricultural  liberalization. 

Mr.  Bereuter.  They  were  a  key  part  of  the  Cairns  Group,  as  I 
recall? 

Mrs.  O'Leary.  Yes.  Yes.  Exactly. 

And  indeed  as  you  say,  it  is  hard  for  a  single  exporter  to  operate 
in  a  world  where  there  is  still  a  lot  of  subsidization  and  so  as  the 
Uruguay  Round  agreements  take  hold  and  as  less  and  less  of  global 
trade  is  covered  by  subsidies.  New  Zealand  should  continue  to  ben- 
efit very  strongly,  as  should  the  United  States. 

Mr.  Bereuter.  Iwank  you. 

Now,  moving  to  the  subject  of  our  political  relationship  with  New 
Zealand.  In  the  aftermath  of  the  prime  minister's  visit  here,  a  very 
successful  visit  I  think  from  their  point  of  view? 

Mrs.  O'Leary.  Yes. 

Mr.  Bereuter.  And  I  think  from  ours,  too.  What  is  the  next  step 
or  what  are  the  next  steps  to  restoring  the  full  range  of  relation- 
ships with  New  Zealand? 

Mrs.  O'Leary.  As  I  mentioned,  we  have  restored  high-level  con- 
tacts and  those  will  continue.  In  terms  of  any  possibility  for  res- 
toration of  the  AlHance,  we  have  said  that  will  require  New  Zea- 
land to  address  the  question  of  unfinished  business  in  terms  of 
their  own  legislation.  We  are  committed  to  working  closely  with 


New  Zealand  but  full  restoration  will  require  that  unfinished  busi- 
ness be  addressed. 

Mr.  Bereuter.  Are  there  any  specific  meetings  that  are  sched- 
uled to  advance  that  resolution  of  difficulties  or  differences  at  this 
point? 

Mrs.  O'Leary.  No,  there  are  not  any  special  meetings  at  this 
point  planned.  That  is  something  right  now  where  the  ball  is  in 
New  Zealand's  court  and  I  would  hesitate  to  speak  for  New  Zea- 
land in  terms  of  what  it  plans. 

Mr.  Bereuter.  Looking  at  the  political  setting  within  New  Zea- 
land, do  you  see  a  substantial  difference  within  the  parties,  the  po- 
litical parties  in  New  Zealand  about  their  attitude  concerning  the 
nuclear  issue  with  the  United  States? 

Mrs.  O'Leary.  I  think  right  now  that  the  political  balance  is  such 
that  both  sides  would  see  the  potential  for  a  change  in  the  same 
light  and  right  now  the  balance  of  popular  opinion  is  such  that  I 
don't  think  there  is  great  optimism  in  the  short  term. 

Mr.  Bereuter.  Does  the  Labor  Party  still  have  a  very  narrow, 
perhaps  one-vote  margin,  something  that  close? 

Mrs.  O'Leary.  It  is  very  close  right  now. 

Mr.  Bereuter.  About  2  weeks  ago,  perhaps  three,  this  Sub- 
committee reported  out  a  resolution  authored  by  Mr.  Faleomavaega 
of  American  Samoa,  which  I  cosponsored,  expressing  the  congres- 
sional concern  with  respect  to  the  French  resumption  of  nuclear 
testing  in  the  South  Pacific  and  the  failure  to  consult  or  consult 
sufficiently  with  the  countries  of  the  Southern  Pacific  area.  We  are 
prepared  to  take  that  to  the  House  floor  now. 

What  is  New  Zealand's  position  on  that,  if  any,  any  stated  posi- 
tion? Are  you  aware  of  any? 

Mrs.  O'Leary.  With  regard  to  the  French  resumption. 

New  Zealand  has  protested  that  resumption  very  loudly  and  con- 
tinues to  oppose  the  resumption.  We  have  conveyed  to  the  New 
Zealand  Grovernment  our  own  position  with  regard  to  the  French 
resumption  and  our  regret  with  that  action,  and  I  guess  that  would 
answer  the  question  fully. 

Mr.  Bereuter.  We  know  that  countries  like  New  Zealand  gen- 
erally share  our  views  on  human  rights.  How  are  they  handling 
this  issue  with  respect  to  the  People's  Republic  of  China? 

What  can  you  tell  me  about  their  actions,  reactions  to  perhaps 
similarly  felt  views  about  human  rights  abuses  in  the  People's  Re- 
public of  China  and  for  that  matter  elsewhere,  Vietnam?  Do  they 
handle  it  in  a  different  fashion? 

Mrs.  O'Leary.  I  would  say  that  the  United  States  has  been  the 
most  vocal  in  protesting  and  raising  concerns  about  human  rights 
treatment  in  China  and  elsewhere  in  Asia.  I  think  that  some  oth- 
ers, Australia  and  perhaps  New  Zealand,  have  adopted  a  more  low- 
key  approach.  We  have  discussed  our  human  rights  goals  with  New 
Zealand  and  Australia  during  bilateral  consultations  and  I  think 
that  there  is  a  strong  agreement  between  the  United  States  and 
New  Zealand  in  terms  of  our  goals  and  there  may  be  some  dif- 
ferences tactically. 

In  recent  weeks,  I  have  not  seen  any  particular  reports  on  New 
Zealand's  human  rights  policy  vis-a-vis  China.  I  would  be  happy  to 
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go  back,  though,  and  look  through  the  record  again  and  provide 
more  information  to  you. 

[The  information  appears  in  the  Appendix.] 

Mr.  Bereuter.  All  right,  thank  you. 

On  page  3  of  your  prepared  statement,  I  don't  think  you  men- 
tioned this  orally,  but  in  vour  prepared  statement,  you  mention 
New  Zealand's  early  contribution  to  the  Korean  Peninsula  Energy 
Development  Organization,  KEDO,  is  but  the  latest  example  of 
areas  where  our  two  countries  are  cooperating  to  meet  challenges 
to  international  peace  and  security. 

What  has  been  New  Zealand's  role  in  advancing  the  objectives  of 
KEDO?  I  am  not  familiar  with  it  but  I  would  like  to  know. 

Mrs.  O'Leary.  In  terms  of  its  contribution. 

Mr.  Bereuter.  Financial? 

Mrs.  O'Leary.  The  financial  contribution,  yes. 

Mr.  Bereuter.  Finally,  there  is  a  general  reference  to  a  process 
apparently  they  are  using  in  New  Zealand's  Government  of  con- 
tracts. I  think  they  have  a  contract  not  only  with  the  equivalent 
of  our  Federal  Reserve  Board  but  contracts  with  the  ministers.  Do 
you  understand  the  details  of  how  that  works? 

Mrs.  O'Leary.  I  am  sorry,  are  you  talking  about  the  Employment 
Contracts  Act? 

Mr.  Bereuter.  I  am  not  sure.  They  talk  about  goals  that  they 
expect  the  ministers  will  be  able  to  accomplish  in  their  particular 
area  of  jurisdiction.  There  is  apparently  some  sort  of  contract  ar- 
rangement that  the  Government  of  New  Zealand  has  with  the  indi- 
vidual ministries.  I  am  not  quite  sure  how  that  works.  How  is  that 
different  in  any  way  of  telling  the  minister  I  want  this  done  or  I 
want  that  do  done? 

Mrs.  O'Leary.  I  am  sorry,  I  don't  have  the  precise  details.  But 
the  principle  of  transparency  in  New  Zealand  Government  oper- 
ations has  really  been  put  to  the  fore  and  there  is  a  more  regular- 
ized process  for  stating  certain  financial  goals  and  economic  fore- 
casts and  then  for  reviewing  those  goals  and  making  sure  that  per- 
formance lives  up  to  goals. 

Mr.  Bereuter.  One  of  the  things  I  would  be  interested  in,  per- 
haps you  could  supply  it,  is  the  general  staffing  pattern  of  our  em- 
bassy in  New  Zealand.  For  example,  to  the  extent  we  have  eco- 
nomic officers  there,  how  many,  what  are  they  doing  specifically? 
I  would  think  it  is  an  area  where  we  might  expect  that  there  would 
be  a  reason  for  substantial  interest  in  what  our  economic  officers 
say  there. 

Mrs.  O'Leary.  Yes. 

Mr.  Bereuter.  Can  you  check  on  that  and  provide  me  with  some 
indication  of  how  our  embassy  is  staffed,  by  type  of  person  and 
whether  or  not  we  have  foreign  commercial  service  officers  there, 
for  example,  or  agriculture  attache  and  so  on? 

Mrs.  O'Leary.  Yes,  I  would  be  happy  to. 

[The  information  appears  in  the  Appendix.] 

Mrs.  O'Leary.  We  are  going  through  summer  rotations  now  and 
I  just  had  consultations  a  few  weeks  ago  with  Elaine  Garland  who 
is  the  new  economic  officer  going  out  and  Evans  Revere  is  our  now 
combined  economic  political  counselor.  Our  Ag  attache  just  left  a 
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few  weeks  ago  and  we  have  a  new  one  coming  out.  But  I  will  be 
happy  to  provide  a  full  rundown  of  all. 

Mr.  Bereuter.  Thank  you. 

Mrs.  O'Leary.  A  head  count. 

Mr.  Bereuter.  Thank  you. 

Mrs.  O'Leary.  Surely. 

Mr.  Bereuter.  Secretary  O'Leary,  is  there  anything  you  would 
like  to  say  in  closing  that  I  haven't  given  you  a  platform  to  present 
or  discuss? 

Mrs.  O'Leary.  No.  I  Just  appreciated  the  opportunity  to  speak 
before  vou  and  we  would  be  very  happy,  the  Department  especially, 
to  work  closely  with  any  of  the  Congressmen  or  Senators  if  thev 
are  planning  a  trip  to  New  Zealand  in  terms  of  providing  you  with 
briefings  and  full  embassy  support,  obviously.  But  also  arranging 
any  programs  beforehand  to  help  make  that  trip  a  success,  and  so 
I  hope  you  will  be  in  touch  with  us. 

Mr.  Bereuter.  There  is  one  thing  that  occurs  to  me,  as  a  matter 
of  fact,  I  had  forgotten  about  it.  I  think  you  mentioned  our  Ant- 
arctic program. 

Mrs.  O'Leary.  Yes. 

Mr.  Bereuter.  One  member  of  my  family  has  been  involved  in 
that  in  the  past  and  I  am  curious,  are  they  still  providing  us  the 
host  kind  of  activities  or  special  basing  rights  or  arrangements  for 
us  to  logistically  move  in  and  out  of  Antarctica?  That  used  to  be 
the  case  in  New  Zealand.  Is  that  continuing? 

Mrs.  O'Leary.  Yes. 

Mr.  Bereuter.  Or  did  that  suffer  from  the  nuclear  issue? 

Mr.  Recdnjos.  That  has  not  been  affected  bv  the  nuclear  issue. 
When  that  issue  first  came  up  in  the  mid-1980s,  both  sides  left  the 
Antarctic  program  outside  of  that  issue. 

Mr.  Bereuter.  Would  you  identify  yourself  for  the  record? 

Mr.  Recinos.  I  am  sorry.  My  name  is  Gus  Recinos.  I  am  the  New 
Zealand  Desk  Counselor. 

Mr.  Bereuter.  Thank  you  very  much. 

Thank  very  much  Secretary  O'Leary.  I  appreciate  your  testi- 
mony. 

Mrs.  O'Leary.  Thank  you. 

Mr.  Bereuter.  I  would  like  to  call  the  second  panel,  Ambassador 
Cleveland  and  Mr.  O'Quinn,  please. 

Gentlemen,  welcome.  Glad  you  could  be  with  us  today  to  testify. 
And  I  have  provided  your  biographical  data  into  the  record,  but  the 
first  witness  we  will  call  is  the  Honorable  Paul  Cleveland,  Presi- 
dent of  the  U.S. -New  Zealand  Council  and  formerly  our  ambas- 
sador to  New  Zealand. 

Ambassador  Cleveland,  thank  you  very  much  for  attending.  Take 
10  or  12  minutes  and  summarize  or  read  part  of  your  statement 
as  you  choose. 

You  may  proceed  as  you  wish. 

STATEMENT  OF  HON.  PAUL  CLEVELAND,  PRESIDENT,  U.S.- 
NEW  ZEALAND  COUNCIL 

Mr.  Cleveland.  Thank  you,  Mr.  Chairman,  and  thank  you  very 
much  for  giving  me  this  opportunitv  to  appear  before  the  Commit- 
tee and  speak  about  New  Zealand's  economic  revolution.  It  is  a 
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subject  of  great  interest  to  me  and  it  is  both  a  pleasure  and  an 
honor  to  be  with  you  here  today. 

I  have  submitted  a  full  statement  but  let  me  briefly  summarize 
that,  then  add  a  few  remarks  on  foreign  investment  in  New  Zea- 
land which  hasn't  been  covered  here  so  far  today  and  also  the 
French  plans  for  nuclear  tests  that  I  know  members  of  the  Com- 
mittee are  interested  in. 

The  conditions  for  New  Zealand's  economic  turnabout  developed 
in  the  late  1970's  and  early  1980's.  As  you  have  already  indicated, 
the  country  slipped  into  economic  bankruptcy  and  a  foreign  ex- 
change crisis,  which  led  in  1984  to  the  election  of  a  Labor  Govern- 
ment under  Prime  Minister  David  Lange  and  his  brilliant  finance 
minister,  Sir  Roger  Douglas. 

Almost  everyone  in  New  Zealand  I  think  recognized  the  need  for 
change;  some  were  more  willing  than  others  to  undertake  it.  The 
Labor  Grovernment  in  the  1980's  followed  by  the  National  Govern- 
ment in  this  decade,  together  with  their  teams  of  exceptional  eco- 
nomic officials,  both  moved  New  Zealand  from  being  the  most  pro- 
tected, regulated  welfare-oriented  economy  in  the  non-Communist 
world  to  being  just  about  the  least  on  all  those  scores. 

On  election.  Labor  immediately  set  about  bringing  New  Zealand's 
prostrate  economy  back  to  life  with  devaluation  and  removal  of  for- 
eign exchange  and  other  restrictions.  From  then  on  they  hardly 
paused  on  their  delivery  of  strong  doses  of  economic  medicine. 

The  first  immediate  steps  were  followed  by  comprehensive,  coher- 
ent and  radical  dosages  that  fi*eed  up  the  New  Zealand  economy 
from  its  seizure  and  brought  it  in  a  decade  from  the  bottom  of  most 
OECD  measurements  of  economic  success  well  up  the  list  in  many 
and  to  the  top  in  terms  of  growth.  In  1994,  New  Zealand  led  all 
other  OECD  countries  in  terms  of  growth. 

I  want  to  emphasize  the  comprehensive  nature  of  the  reform,  Mr. 
Chairman.  Every  sector  of  the  economy  faced  its  share  of  chal- 
lenges. Everyone  had  to  work  harder,  i^riculture,  as  you  have  al- 
ready suggested,  lost  its  external  wall  of  protections  and  subsidies. 
New  Zealand  had  brought  into  production  during  the  previous  re- 
gime, that  is  before  the  Labor  Government  in  1984,  high,  almost 
mountainous  areas  of  land  which  should  never  have  been  in  pro- 
duction. Those  were  the  areas  that  went  out  of  production  when 
the  changes  were  introduced. 

Other  areas  of  New  Zealand  agriculture  were  able  to  survive 
largely  because  they  were  extraordinarily  efficient.  It  is  a  mar- 
velous place  to  grow  things  to  begin  with  and  over  the  years  the 
New  Zealanders  nave  developed  very  fine  agricultural  metnodology. 
One  American,  Don  Jones,  who  is  cnairman  and  chief  executive  of- 
ficer of  Cyberstar  in  Fond  du  Lac,  Wisconsin,  has  introduced  a 
model  New  Zealand  dairy  farm,  to  snow  Wisconsinites  how  to  raise 
and  produce  milk  products.  The  Wisconsin  farmers  are  all  pretty 
skeptical  of  that.  But  New  Zealanders,  when  they  look  at  Wiscon- 
sin, think  that  the  methods  used  up  there  are  still  somewhat  anti- 
quated; so  that  is  some  indication  of  their  efficiency. 

Mr.  Bereuter.  I  am  sorry  Mr.  Roth  of  Wisconsin  is  not  here  for 
this. 

Mr.  Cleveland.  So  am  I.  We  can  talk  more  about  this  if  you 
like. 
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In  any  event,  trade  and  finance  were  also  liberalized,  the  tax 
base  was  broadened  and  simplified  and  the  public  sector  was  re- 
duced by  60  percent.  Senior  officials  in  the  public  sector  were  put 
on  5-year  performance  contracts.  That  is  an  extraordinary  develop- 
ment from  my  point  of  view  as  an  ex-foreign  service  officer  and  gov- 
ernment official. 

These  people  were  given  goals  and  objectives  and  they  are  paid 
at  varying  rates  and  they  are  told  to  get  the  job  done  or  else.  They 
have  done  a  remarkable  job,  and  it  was  visibly,  palpably  clear 
when  I  went  back  to  New  Zealand  in  February  that  these  people 
are:  harder-headed,  working  harder,  more  competitive  and  enjoying 
I  think  what  they  are  doing  more  than  before. 

Mr.  Bereuter.  Forgive  me  for  interrupting,  but  I  think  that  is 
the  subject  I  was  trying  to  elicit  some  information  from  Secretary 
O'Leary  on  this  kind  of  contractual  arrangement.  I  had  not  under- 
stood the  details  of  how  that  works,  but  you  have  helped  explain 
that.  That  is  rather  remarkable,  almost  unprecedented  I  would 
think  within  government  roles. 

Mr.  Cleveland.  It  is  a  terrific  idea.  Now  that  I  am  out  of  the 
government,  I  would  warmly  recommend  it. 

Also,  government  enterprises  were  privatized,  accrual-based  fis- 
cal reporting  and  the  articulation  of  fiscal  objectives  and  strategies 
were  introduced  and  required  of  government. 

The  labor  market  and  many  other  sectors  of  the  market  have 
been  deregulated.  Immigration  has  been  opened  up.  The  governor 
of  the  Reserve  Bank — and  this  is  most  remarkable — has  been  given 
a  single  chore:  to  keep  inflation  below  2  percent.  That  is  all  he  has 
to  do  and  if  he  doesn't  do  it,  presumably  he  is  subject  to  being 
fired.  There  are  many,  many  other  reforms  that  I  could  mention, 
but  let  me  keep  it  to  that  in  this  abbreviated  summary. 

New  Zealand,  in  sum,  has  not  only  freed  business  to  do  its  best, 
it  has  called  on  government  itself  to  adopt  business  practice,  to 
compete  with  business;  and  where  it  cannot,  to  get  out  of  business. 

As  for  the  private  sector,  burdens  have  been  removed  or  reduced. 
Money  flows  and  prices  have  been  freed.  Incentives  to  be  efficient 
and  productive  have  been  introduced.  Foreign  competition  and  in- 
vestment have  been  given  national  treatment. 

The  comprehensive  prescription  led  to  comprehensive  health. 

As  I  have  indicated,  the  results  of  reform  have  been  even  beyond 
the  expectations  of  the  reform's  creators.  GDP,  trade  and  invest- 
ment are  all  up  dramatically,  apparently  on  a  sustained  basis.  Em- 
ployment is  now  down  in  the  6  percent  range;  inflation  has  been 
kept  below  2  percent,  although  this  year  I  believe  it  may  well  go 
up  a  bit  above  that  but  not  dramatically. 

The  days  of  major  inflationary  growth  are,  I  think,  past  in  New 
Zealand.  Competition  in  New  Zealand  is  intense.  New  Zealand's 
production  is  more  diverse.  New  Zealand  is  about  the  only  country 
I  can  think  of  in  the  world  that  is  currently  running  a  government 
budget  surplus  and  is  expected  to  run  that  surplus  for  some  years 
ahead. 

One  other  general  point  about  the  economic  change  I  would  em- 
phasize, Mr.  Chairman,  apart  from  its  comprehensive  nature,  the 
feature  that  stands  out  most  clearly  to  me  is  its  democratic  nature. 
This  was  not  command  economics  dictated  by  a  small  elite.  Every- 
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one  was  involved  in  the  reform.  It  took  a  crisis  to  bring  all  New 
Zealanders  together  and  face  the  music.  All  of  them  did.  Before  it 
was  done,  reform  was  undertaken  by  both  major  parties. 

What  one  could  not  do  politically,  the  other  accomplished.  Every- 
one shared  in  the  pain.  Virtually  all  sectors  are  sharing  in  the  suc- 
cess. And  there  is  widespread  acceptance  of  the  basic  changes. 

It  is  also  true  that  some  have  oenefited  more  than  others.  But 
as  you  would  expect  that  has  now  become  the  subject  of  ongoing 
political  debate.  Some  Asian  economies  are  growing  at  faster  rates, 
doing  better  in  efficiency  terms.  None,  however,  is  doing  so  with 
the  individual  freedoms,  protections  and  opportunities  that  New 
Zealand  has  kept  intact. 

One  of  the  subjects  of  the  ongoing  debate  about  the  reform  is  for- 
eign investment.  Like  most  others,  New  Zealanders  have  great 
pride  in  and  love  for  their  country.  As  we  have  seen  in  our  own 
country  in  recent  years,  there  has  been  a  tendency  among  some 
New  Zealanders  to  fear  that  foreign  interests  are  taking  over  their 
industry  and  particularly  their  land. 

While  foreign  investment  has  indeed  grown,  it  is  far  from  take- 
over stage.  Moreover,  what  there  has  been  has  substituted  for  the 
lack  of  domestic  savings  available  in  New  Zealand  and  enabled  the 
rapid  change  that  has  benefited  all  New  Zealanders.  A  few  of  the 
more  extreme  politicians  in  New  Zealand  have  exploited  the  fear 
but  it  is  gratifying  to  note  that  both  mainstream  parties.  National 
and  Labor,  have  strongly  supported  continuing  foreign  investment, 
including  the  American  investment  that  has  made  such  a  valuable 
contribution. 

I  expect  that  the  good  common  sense  of  the  Kiwis  will  prevail 
and  that  a  wise  foreign  investment  regime  will  continue. 

Finally,  on  French  nuclear  tests,  I  would  say  simply  that  this  is 
a  regrettable  development  and  that  it  is  hoped  or  to  be  hoped 
France  will  think  better  of  its  plans  to  conduct  them  while  continu- 
ing to  carry  out  its  commendable  intention  to  sign  a  comprehensive 
test  ban  treaty.  I  know  from  my  own  experience  in  New  Zealand, 
Samoa  and  the  Cook  Islands  how  intensely  people  in  the  region 
think  and  feel  about  this  issue.  All  politics  are  local  and  I  would 
hope  that  in  weighing  its  final  decision,  the  French  Government 
would  take  the  views  of  its  South  Pacific  neighbors  into  greater  ac- 
count. 

As  a  great  democracy,  France  should  understand  and  respect 
those  views.  Not  the  least  of  the  regrettable  results  of  French  plans 
is  its  current  exclusion  from  the  productive,  competitive  work  being 
done  in  the  economic  and  security  spheres  in  the  South  Pacific 
where  France  has  made  a  significant  contribution  in  the  past. 

While  expressing  regret  over  French  plans,  I  would  draw  atten- 
tion to  and  commend  tne  responsible  approacn  of  the  New  Zealand 
Government  to  the  issue  as  well  as  that  of  other  governments  in 
the  region  and  the  New  Zealand  Government's  insistence  on  pursu- 
ing legal  means  to  bring  about  a  reversal.  Illegal  means,  it  seems 
to  me,  could  prove  dangerous  as  well  as  less  productive. 

Thank  you,  Mr.  Chairman. 

Mr.  Bereuter.  Thank  you,  Ambassador  Cleveland. 

[The  prepared  statement  of  Mr.  Cleveland  appears  in  the  appen- 
dix.! 
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STATEMENT  OF  MR.  ROBERT  O'QUINN,  POLICY  ANALYST,  THE 
HERITAGE  FOUNDATION 

Mr.  Bereuter.  I  will  call  on  Robert  O'Quinn,  Policy  Analyst  at 
the  Heritage  Foundation, 

Mr,  O'Quinn,  your  statement  wdll  be  made  a  part  of  record  and 
you  may  proceed  as  you  wish. 

Mr.  O'Quinn.  Thank  you,  Mr.  Chairman. 

It  is  a  pleasure  to  be  here  before  the  House  today. 

Mr.  Chairman,  please  imagine  that  our  economy  was  expanding 
at  an  annual  rate  of  5.9  percent;  that  our  government  had  a  budget 
surplus  of  3  percent  of  GDP;  that  our  government  work  force  had 
fallen  by  41  percent;  that  our  political  leaders  were  debating  over 
the  appropriate  mix  of  tax  cuts  and  debt  repayment;  our  farmers 
were  prospering  without  any  agricultural  subsidies  and  after  end- 
ing all  quantitative  trade  barriers,  our  remaining  tariffs  were  being 
phased  out  by  the  year  2004. 

Mr.  Chairman,  this  is  not  Fantasy  Island.  This  is  the  reality  of 
New  Zealand  today. 

I  will  borrow,  Mr.  Chairman,  very  briefly  from  the  entertainer 
David  Letterman,  and  I  would  like  to  present  you  with  my  top  10 
list  on  what  Congress  can  learn  from  the  New  Zealand  experience. 
Mr.  Chairman,  the  first  lesson  is  this:  Government  employees  are 
not  bad  people  but  instead  they  are  well-meaning  people  who,  re- 
sponding to  perverse  bureaucratic  incentives,  produce  inefficient 
and  undesirable  outcomes. 

Institutions  must  be  changed  if  reform  is  to  succeed.  In  shaping 
reform,  New  Zealand  conscientiously  employed  the  insights  of  the 
public  choice  school  of  economic  thought.  Puolic  choice  teaches  that 
people  in  government,  from  the  President  to  the  most  junior  civil 
servant,  will  attempt  to  advance  their  own  interest  within  govern- 
ment's existing  institutional  framework,  iust  as  they  would  in  the 
private  sector.  Therefore,  the  institutional  framework  in  which  peo- 
ple operate  is  more  important  than  individual  personalities  in  de- 
termining outcome. 

To  reform  government,  institutional  change  is  necessary.  Elect- 
ing or  appointing  good  people  is  not  enough.  Incentives  must  be  al- 
tered if  outcomes  are  to  be  changed. 

Lesson  two,  unilateral  trade  liberalization,  unlike  unilateral  dis- 
armament, is  in  America's  interest.  New  Zealand  has  aggressively 
dismantled  its  own  trade  barriers.  All  quantitative  restrictions 
have  been  eliminated.  Tariffs  have  been  slashed  to  a  weighted  av- 
erage of  3.4  percent  and  nearly  93  percent  of  all  imports  are  now 
duty  free. 

Moreover,  the  government  has  announced  the  third  of  its  four- 
stage  program  to  eliminate  all  tariffs  by  the  year  2004.  For  New 
Zealand,  trade  liberalization  is  not  an  unrequited  benefit  to  the 
rest  of  the  world  but  instead  an  integral  component  of  its  own  pros- 
perity. Congress  should  join  with  New  Zealand  and  follow  the  ad- 
vice of  Nobel  Laureate,  Milton  Friedman.  The  best  trade  policy  is 
a  unilateral  liberalization. 

Lesson  three,  all  agricultural  subsidies  should  be  ended.  In  1984, 
Kiwi  farmers  received  various  agricultural  subsidies  that  amounted 
to  30  percent  of  all  farm  income.  One  year  later,  the  Lange  govern- 
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ment  abolished  most  of  these  overnight  and  quickly  phased  out  the 
remainder. 

Today,  there  are  no  subsidies  of  any  kind  except  for  government 
spending  on  inspection,  quarantine,  research  and  pest  control. 
While  painful  to  some,  the  adjustment  process  was  swift.  Land 
prices  did  fall  22  percent  but  quickly  rebounded  after  1988.  And 
few  farmers,  approximately  1  percent  or  about  800,  were  forced  out 
of  business. 

Today,  Kiwi  farmers  are  better  off"  without  the  subsidies  and  the 
accompanying  regulations.  Net  farm  income  is  higher  and  produc- 
tion is  more  diverse.  Congress  should  take  courage  from  New  Zea- 
land and  adopt  the  more  modest  approach  recommended  by  the 
Heritage  Foundation  to  phaseout  all  U.S.  agricultural  subsidies 
over  5  years. 

Lesson  four,  the  United  States  should  use  accrual-based  gen- 
erally accepted  accounting  principles  rather  than  cash  accounting 
for  its  budgeting  and  financial  management  purposes.  The  Public 
Finance  Act  of  1989  forced  New  Zealand  to  abandon  cash  account- 
ing. Like  any  other  private  business,  each  department  must  now 
produce  regular  financial  statements  prepared  on  an  accrual  basis. 

Since  the  1992-1993  fiscal  year,  department  financial  statements 
have  been  consolidated  along  with  other  transactions  on  behalf  of 
the  Crown  into  a  comprehensive  accrual  financial  statement. 
Today,  New  Zealand  is  the  only  country  in  the  world  that  uses 
GAAP  accounting  for  its  government.  Accrual  accounting  and  budg- 
eting has  forced  the  government  to  account  for  the  management  of 
assets  and  liabilities  as  well  as  cash  outlays.  When  New  Zealand 
published  its  first  financial  statement  for  the  fiscal  year  1992-93, 
Kiwis  were  shocked  to  learn  their  government  was  literally  bank- 
rupt with  a  negative  net  worth  of  nearly  7  billion  New  Zealand  dol- 
lars. This  knowledge  helped  to  force  policy  changes  that  are  ex- 
pected to  produce  a  positive  net  worth  by  next  June. 

Lesson  five,  a  capital  charge  should  be  applied  to  the  budget  of 
each  Federal  agency.  Unlike  tne  United  States,  New  Zealand  recog- 
nizes the  cost  of  capital  in  its  budgeting  and  accounting  systems. 
Each  department  is  levied  a  capital  charge  payable  to  the  Treasury 
twice  a  year.  The  capital  charge  is  based  on  applying  the  current 
interest  rate  on  long-term  Crown  debt  to  the  asset  base  of  each  de- 
partment. The  capital  charge  creates  a  strong  incentive  for  depart- 
mental CEO's  to  minimize  tneir  use  of  assets. 

An  independent  study  by  Price  Waterhouse  concluded  that  the 
capital  charge  has  been  successful  in  making  the  cost  of  owning  as- 
sets explicit  and  forcing  managers  to  sell  unneeded  assets,  acceler- 
ate receivables  collection  and  control  payables. 

Lesson  six,  departmental  secretaries  should  enter  into  explicit 
and  detailed  contracts  for  government  outputs  from  the  agencies 
under  their  supervision.  The  State  Sector  Act  of  1988  changed  the 
relationship  between  departmental  permanent  secretaries  and  their 
supervising  ministers.  Permanent  secretaries  who  were  the  high- 
est-ranking public  service  officers  in  each  department,  became  chief 
executive  officers. 

Under  the  Public  Finance  Act  of  1989,  government  ministers  now 
purchase  policy  outputs  from  their  departments.  Ministers  deter- 
mine policy,  set  output  goals  and  fix  limits  on  total  assets  and  ex- 
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penditures  for  each  department.  Ministers  then  negotiate  annual 
agreements  specifying  the  performance  expected  from  their  CEO's 
and  their  departments.  A  similar  approach  would  increase  both 
agency  accountability  and  agency  performance  in  the  United 
States. 

Lesson  seven,  sub-Cabinet  agency  heads  and  members  of  the 
Senior  Executive  Service  should  be  placed  on  individual  perform- 
ance-based employment  contracts  tied  to  their  agency  output. 
Under  the  State  Sector  Act,  departmental  CEO's  are  now  employed 
under  individual  limited  term  contracts  with  their  minister. 

CEO  compensation  is  incentive-based  and  tied  to  achieving  pre- 
viously negotiated  departmental  outputs.  In  New  Zealand,  depart- 
mental CEO's  now  face  an  incentive  structure  similar  to  their  pri- 
vate sector  counterparts. 

Lesson  eight,  ranking  SES  officers  in  each  agency  or  office  should 
be  granted  full  authority  to  employ,  reward  and  terminate  person- 
nel, contract  for  goods  and  services  and  make  capital  expenditures 
within  their  existing  asset  base.  As  New  Zealand  now  uses  outputs 
to  measure  departmental  performance,  CEO's  have  been  granted 
near  total  control  over  departmental  inputs.  The  State  Sector  Act 
lifted  Public  Service  protection  to  other  departmental  employees. 
CEO's  now  have  broad  authority  to  hire,  reward  and  fire  personnel 
in  their  department. 

The  Public  Finance  Act  authorized  CEO's  within  broad  legal  con- 
straints and  ceilings  on  assets  and  expenditures  to  choose  fi^eely 
what  inputs  their  departments  will  use  to  achieve  their  targeted 
outcomes  in  the  most  cost-effective  way.  CEO's  may  buy,  lease  or 
dispose  of  equipment  and  facilities.  CEO's  may  produce  services  in- 
house  or  decide  to  contract  out  for  services  to  private  vendors. 

Controls  or  various  things  such  as  supply,  office  space,  comput- 
ing and  inputs  from  other  government  agencies  have  been  abol- 
ished. Delegating  input  management  to  CEO's  has  helped  cut  the 
cost  of  service  delivery  as  well  as  improve  employee  productivity. 

Lesson  nine,  the  National  Labor  Relations  Act  should  be  amend- 
ed to  eliminate  the  majority  rule  provisions  for  union  certification 
in  a  bargaining  agreement  and  grant  every  employee  the  right  to 
bargain  for  himself  or  use  an  agent  or  a  union  to  represent  him, 
limiting  unions  to  bargaining  only  for  their  own  members. 

New  Zealand's  Employment  Contract  Act  of  1991  is  the  most  rev- 
olutionary and  progressive  labor  management  legislation  in  the 
world.  The  act  abolished  compulsory  unionism  and  gave  individual 
employees  the  right  to  bargain  for  themselves,  hire  an  agent  or  join 
a  union  for  collective  bargaining.  In  New  Zealand,  unions  may  only 
negotiate  contracts  for  their  own  members.  Union  contracts  cannot 
cover  nonunion  employees.  If  40  percent  of  the  employees  of  a  Kiwi 
firm  want  to  join  a  union,  the  union  can  negotiate  for  them. 

If  60  percent  want  to  join  a  union,  the  others  are  still  free  to  ne- 
gotiate for  themselves.  This  is  far  more  fair  and  flexible  than 
American  law,  whereby  a  majority  of  employees  in  a  particular 
plant  or  bargaining  imit  may  impose  their  union  preference  on  the 
minority. 

The  Kiwi  approach  eliminates  the  free-rider  problem  caused  by 
the  majority  rule  provision  which  forces  unions  to  negotiate  on  be- 
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half  of  workers  who  elect  not  to  join  unions  and  right-to-work 
States. 

And  finally,  my  final  lesson  is  this.  The  Humphrey-Hawkins  Full 
Employment  and  Balanced  Growth  Act  should  be  repealed,  and  the 
Federal  Reserve  Act  should  be  amended  to  set  achieving  and  main- 
taining a  stable  level  of  prices  as  the  sole  goal  of  monetary  policy. 

Economists  acknowledge  that  the  only  achievable  objective  for 
monetary  policy  is  a  stable  price  level.  Other  goals  such  as  main- 
taining high  levels  of  output,  employment  and  investment  may  be 
desirable  but  cannot  be  accomplishea  through  monetary  policy. 

The  Reserve  Bank  of  New  Zealand  Act  of  1989  embodies  this 
truth.  It  is  therefore  a  model  monetary  constitution  for  developed 
countries,  including  the  United  States. 

The  act  establishes  a  single  goal  for  monetary  policy.  That  is 
achieving  and  maintaining  stability  in  the  general  level  of  prices. 
In  contrast,  the  Humphrey-Hawkins  Act  establishes  multiple  con- 
flicting goals  for  our  Federal  Reserve  system. 

For  example,  the  Federal  Reserve  system  is  to  maintain  the 
growth  of  monetary  and  credit  aggregates  commensurate  with  the 
economy's  long-run  potential  to  increase  production,  as  to  promote 
effectively  the  goals  of  maximum  employment,  stable  prices  and 
moderate  long-term  interest  rates. 

The  Humphrey-Hawkins  Act  is  inherently  contradictory  and  dan- 
gerous if  the  Fed  should  take  it  seriously.  This  act  should  be  re- 
pealed, and  furthermore,  the  Federal  Reserve  Act  should  be 
amended  to  assign  the  Fed  with  one  single  goal,  the  maintenance 
of  price  stability. 

I  thank  you  again  very  much  for  letting  me  appear  here  today 
and  I  look  forward  to  your  questions. 

Mr.  Bereuter.  Mr.  O'Quinn,  thank  you  very  much. 

[The  prepared  statement  of  Mr.  O'Quinn  appears  in  the  appen- 
dix.] 

Mr.  Bereuter.  Ambassador  Cleveland,  thank  you  for  your  testi- 
mony. 

I  would  like  to  ask  a  few  questions  and  invite  both  of  you  to  an- 
swer. 

First  of  all,  I  would  like  your  ideas  or  your  conclusions  about  the 
intellectual  roots  or  genesis  of  the  economic  and  political  reforms 
that  took  place  in  New  Zealand.  How  did  they  start?  Where  did 
they  braintrust?  Where  did  the  ideas  come  from/ 

Mr.  Cleveland.  Well,  as  I  indicated  in  my  written,  and  I  believe 
also  briefly  here  in  my  oral  testimony,  there  was  a  crisis,  and  I 
think  the  genesis  of  all  of  this  lay  in  the  fact  that  the  New  Zea- 
landers'  backs  were  literally  against  the  wall.  They  were  bankrupt 
in  foreign  exchange,  while  controlled. 

Mr.  Bereuter.  That  had  to  be  the  cause. 

Now,  I  am  wondering,  where  did  they  turn  to  for  expertise? 

Mr.  Cleveland.  Well,  Sir  Roger  Douglas,  I  think,  was  the  fun- 
damental driving  force  the  whole  time  that  I  was  in  New  Zealand, 
certainly  the  three  and  a  half  years  that  I  was  there.  He  is  an  ex- 
traordinary individual.  He  had  written  about  this  beforehand  and 
he  carried  through  on  what  he  had  to  say. 

He  was  supported  by  extraordinary  people  of  the  same  mind  in 
the  Finance  Ministry,  and  I  must  say,  although  he  subsequently 
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came  off  the  train  to  some  extent,  Prime  Minister  Lange  provided 
overall  political  cover  for  this  very  extraordinary  set  of  measures. 

So  it  was  a  combination  of  events,  that  is,  a  crisis  situation,  and 
some  individuals  who  were  prepared  to  meet  that  with  these  kinds 
of  measures.  There  was  never  any  compromise  in  Sir  Roger  Doug- 
las's mind. 

I  remember  an  extraordinary  conversation  between  him  and  Paul 
Volker  in  which  Mr.  Volker  was  quite  prepared  to  submit  to  some 
kind  of  compromise  and  Sir  Roger  couldn't  even  believe  that 
Volcker  would  do  such  a  thing. 

Mr.  Bereuter.  In  Chile,  it  is  suggested  at  times  that  the  eco- 
nomic reforms  came  from  people  educated  and  were  disciples  of 
Friedman,  "the  Chicago  boys,"  they  refer  to  them  sometimes.  Is 
there  any  particular  educational  background  or  stimulus  for  the 
people  in  the  economics  ministry  of  which  you  would  be  aware? 

Mr.  Cleveland.  Well,  the  name  Friedman  came  up  a  lot  and  I 
think  they  were  all  instructed  by  him  and  by  the  monetarists  in 

feneral.  Some  individuals,  the  Secretary  of  the  Treasury  as  I  recall, 
ad  educations  in  American  universities  and  had  been  subject  to 
that. 

Mr.  O'QuiNN.  One  thing  I  think  that  is  very  important  to  remem- 
ber in  the  New  Zealand  context  is  that  prior  to  the  labour  govern- 
ment's election  in  the  summer  of  1984,  the  National  Party  had 
largely  imbued  itself  as  the  protector  of  industry  and  the  protector 
of  farmers.  And  so  the  National  Party  became  associated  with  pro- 
viding a  very  protective,  guarded  state  in  terms  of  trade  protection- 
ism and  agricultural  subsidies,  which  gave  the  Labor  Party  a  very 
important  opening  as  being  a  party  of  liberalization,  in  the  Euro- 
pean sense  of  the  word,  of  standing  for  the  common  man  by  getting 
rid  of  these  favoritisms  and  protectionism  that  the  national  govern- 
ment had  bestowed  under  constituencies  that  were  associated  with 
the  National  Party.  So  I  think  that  played  a  very  important  role. 

Sir  Roger  Douglas  is  extremely  well  read  in  classical  economic 
theory  from  Milton  Friedman  to  the  Austrian  theory.  I  am  not  sure 
that  I  would  assign  his  beliefs  to  any  particular  one  school,  but  I 
think  they  reflect  an  exhaustion  and  a  failure  of  the  statist  model 
in  feeling  that  it  was  failing  in  society  and  that  we  had  to  try  some- 
thing different  and  this  was  the  alternative  available. 

Mr.  Bereuter.  How  do  New  Zealand's  tariffs  compare  to  those 
of  the  United  States  today?  I  think,  for  example,  Mr.  O'Quinn,  you 
have  cited  as  a  general  measure — if  I  can  find  it — that  the  New 
Zealand  economy  we  rank  as  the  second  freest  economy  of  any 
country  in  the  world  ahead  of  the  United  States. 

Mr.  O'Quinn.  That  is  correct. 

Mr.  Bereuter.  Tariffs  would  be  one  aspect  of  that.  Where  do 
they  rank  today? 

Mr.  O'Quinn.  As  of  1994,  New  Zealand  had  a  trade-weighted  tar- 
iff across  all  imports  of  3.4  percent.  The  United  States  had  a  trade- 
weighted  tariff  across  all  imports  of  3.3  percent.  So  the  United 
States  was  one-tenth  of  1  percent  lower. 

Mr.  Bereuter.  What  year  was  that?  I  am  sorry. 

Mr.  O'Quinn.  1994.  I  am  sorry;  1994. 

On  the  other  hand.  New  Zealand  had  abolished  all  quantitative 
restrictions  on  imports,  whereas  the  United  States  maintains  a 
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number  of  quantitative  restrictions  on  imports,  particularly  in  the 
agricultural  sector. 

Mr.  Bereuter.  We  all  have  nontariff  barriers,  too.  How  does 
New  Zealand  stack  up  on  nontariff  barriers?  I  would  ask  either  one 
of  you. 

Mr.  O'OuiNN.  I  would  say  that  New  Zealand  is  probably  the 
cleanest  player  in  terms  of  nontariff  players  among  the  OECD. 

Mr.  Bereuter.  You  would  agree  with  that? 

Mr.  Cleveland.  I  would  agree  with  that,  to  the  extent  I  am 
knowledgeable  about  that. 

Mr.  Bereuter.  At  the  place  where  you  mentioned  the  Index  of 
Economic  Freedom,  which  is  published  by  the  Heritage  Foundation, 
the  1995  edition  will  show  New  Zealand  as  the  second  freest  econ- 
omy of  any  country  in  the  world. 

Incidentally,  where  is  the  first?  Singapore? 

Mr.  O'QuiNN.  Singapore  is  first  and  then  Hong  Kong,  which  is 
not  a  country,  also  ties  with  Singapore. 

Mr.  Bereuter.  Then  you  go  on  to  say,  "the  1994  world  competi- 
tiveness report  ranks  New  Zealand  first  in  the  world  in  the  quality 
of  its  government,"  which  is  quite  an  interesting  fact. 

Mr.  O'QuiNN.  That  is  correct. 

Mr.  Bereuter.  I  wonder  if  you  could  give  me  your  assessment, 
even  if  it  is  subjective  and  is  not  borne  out  by  polls  or  anything 
of  that  nature.  If  there  are  polls,  I  would  like  to  know  of  them, 
about  whether  or  not  the  people  in  New  Zealand  have  lost  any  of 
their  desire  to  proceed  with  liberalization. 

Mr.  O'Quinn  first. 

Mr.  O'QuiNN.  Certainly.  The  latest  polls  in  terms  of  New  Zealand 
right  now  basically  have  the  two  traditional  parties.  The  National 
Party  is  polling  around  40  percent.  The  Labor  Party  is  polling 
around  25  percent  and  a  grouping  called  the  Alliance  is  polling 
around  25  percent. 

If  you  want  to  look  at  it  fairly  simplistically,  but  also  I  think  ac- 
curately, that  25  percent  of  the  Alliance  Party  represents  that  seg- 
ment of  New  Zealand  society  that  basically  is  either  resistant  to 
further  liberalization  or  may  even  want  to  roll  back  something,  and 
the  remainder  of  society,  including  most  of  the  Labour  voters,  ac- 
cept what  has  been  done,  and  to  the  extent  that,  among  the  Na- 
tional voter  constituencies  and  some  of  the  voters  from  minor  par- 
ties, particularly  the  ACT  New  Zealand  Group  that  Sir  Roger 
Douglas  is  heading  up,  actually  want  to  push  further.  So  there  is 
a  range  across  the  political  spectrum. 

But  I  think  it  would  be  fair  to  say  that  for  every  one  voter  who 
wants  to  roll  reforms  back  or  is  resistant  to  reform,  there  are  prob- 
ably two  to  three  voters  who  favor  additional  reforms  and  certainly 
maintaining  the  reforms  that  are  in  place. 

Mr.  Bereuter.  Ambassador  Cleveland,  what  is  your  impression, 
including  what  does  the  Labor  Party  think  of  its  position  now? 

Mr.  Cleveland.  I  would  say  that  Mr.  O'Quinn  is  right  insofar 
as  he  has  outlined  the  general  acceptance  of  the  change  that  has 
been  made.  There  are,  however,  some  parts  of  it  that  are  less  ac- 
cepted than  others,  particularly  by  the  Labor  Party. 

The  Labor  Party  does  not  accept  the  Employment  Contract  Act. 
This  act  freed  up  the  price  of  labor  essentially  and  freed  up  the 
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bargaining  process  so  that  at  this  time  a  company  can  negotiate 
with  an  individual,  with  a  company  union,  or  with  a  national 
union,  depending  on  how  the  laboring  side  wants  to  operate. 

The  Alliance  Party,  which  represents  a  fair  number  of  people, 
one  doesn't  know  quite  how  many,  recently  suggested  a  fairly  wide 
rollback  of  the  overall  basic  reforms. 

Mr.  Bereuter.  Where  would  it  be  in  the  political  spectrum? 

Mr.  Cleveland.  Well,  it  is  hard  to  say  because  there  are  an 
amalgam  of  green  people,  antinuclear  people,  people  with  special- 
ized liberal  instincts  all  across  the  board.  The  head  of  that  party 
recently  suggested  a  rollback,  a  fairly  broad  rollback  of  the  overall 
policies,  and  he  was  very  roundly  criticized  from  most  mainstream 
sections  of  the  polity  and  the  economy.  So  I  think  that  the  groups 
in  alliance  are  basically  in  agreement  on  a  radically  liberal  ap- 
proach. 

In  one  other  area,  however,  I  would  say  there  is  still  widespread 
agreement.  There  is  a  whole  wide  swath  of  areas,  in  fact,  where 
there  is  still  an  awful  lot  of  discussion  and  controversy  and  dif- 
ference, just  as  there  is  in  this  country  and  that  is  the  whole  social 
sector:  health,  education  and  welfare.  There  is  a  lot  of  argument  as 
to  how  those  services  should  be  delivered,  how  much  should  be  de- 
livered, and  that  will  unquestionably  go  on. 

Mr.  Bereuter.  Ambassador,  do  you  sense  that  there  is  any  sub- 
stantial number  of  New  Zealanders  that  are  concerned  about  U.S. 
or  foreign  investment  generally  and  perhaps  in  individual  sectors? 
And  if  so,  what  would  be  the  focus  of  their  concern? 

Mr.  Cleveland.  I  would  say  that  a  fairly  substantial  number  of 
New  Zealanders,  I  think  a  recent  poll  indicated  maybe  as  many  as 
half,  are  concerned  about  investment,  particularly  in  land.  That  is, 
the  purchase  of  New  Zealand  land,  and  you  can  see  why  that  would 
happen.  It  is  a  beautiful  place,  bountiful,  and  there  is  a  particular 
love  on  the  part  of  New  Zealanders  for  their  land. 

Mr.  Bereuter.  Are  there  any  limitations  of  which  you  are  aware 
on  foreign  ownership  of  the  land  at  this  point? 

Mr.  Cleveland.  That  is  a  good  question  and  I  would  have  to  get 
an  answer.  Part  of  the  answer  is  that  they  are  considering,  in  a 
current  piece  of  legislation,  how  to  handle  that  question  and  there 
will  be  some 

Mr.  Bereuter.  Mr.  O'Quinn. 

Mr.  O'Quinn.  Yes.  I  would  just  add  in  terms  of  my  knowledge  of 
restrictions  of  foreign  investment  in  land,  as  far  as  land  that  is 
used  for  industrial,  residential  or  purposes  other  than  agriculture 
or  for  historic  sites  or  park  preservation  or  something  like  that,  it 
is  not  restricted.  There  are  restrictions  and  it  requires  approval  vis- 
a-vis buying  into  agricultural  land  and  retaining  it  for  agricultural 
purposes  or  buying  sites  that  are  designated  as  part  of  national 
parks  or  national  historic  sites. 

Mr.  Bereuter.  There  are  limitations  for  those;  right? 

Mr.  O'Quinn.  There  are  limitations. 

Mr.  Bereuter.  It  seems  to  me  that  I  read  in  some  of  the  testi- 
mony that  they  actually  sold  a  forest  to  the  private  sector.  Is  that 
true,  part  of  a  forest  or  a  forest? 

Mr.  O'Quinn.  I  am  sure  that  has  occurred. 

Mr.  Bereuter.  Maybe  that  was  in  the  Secretary's  testimony. 
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Mr.  Cleveland.  Forestry  companies,  International  Paper,  for  ex- 
ample, have  tremendous  rights,  widespread  rights.  Whether  they 
actually  own  the  land,  I  am  not  sure. 

Mr.  Bereuter.  It  seemed  to  imply  that  it  was  a  nationally  owned 
forest  that  was  sold. 

Mr.  Cleveland.  There  is  a  nationally  owned  forest  that  is  prob- 
ably up  for  bid,  I  think,  and  big  American  interests  are  interested 
in  it. 

Mr.  Bereuter.  I  am  quite  interested  in  the  fact  that  the  New 
Zealand  Grovemment  seems  to  have  adopted  GAAP,  Greneral  Ac- 
cepted Accounting  Procedures.  Really  remarkable.  Are  you  aware  of 
any  governmental  subdivision  or  State  in  the  United  States  that 
would  have  adopted  this? 

Mr.  O'QuiNN.  I  am  not  aware  of  any  governmental  subdivision. 
There  possibly  could  be  some,  if  you  will,  a  State-owned  enterprise 
tvpe  thing  in  terms  of  maybe  a  transit  system  somewhere,  some- 
thing like  that,  but  no  general  government.  State  or  local  that  I 
know  of  uses  GAAP. 

Mr.  Bereuter.  How  long  was  this  accomplished?  Do  any  of  you 
know? 

Mr.  O'QuiNN.  It  was  phased  in — it  was  completed  for  the  fiscal 
year  1992-1993  which  ends  on  June  30,  1993. 

Mr.  Bereuter.  Mr.  Quinn,  you  are  suggesting  that  there  are  10 
lessons  we  would  learn,  should  learn  and  lesson  No.  4,  you  con- 
clude the  United  States  should  use  the  accrual-based  General  Ac- 
cepted Accounting  Principles  (GAAP),  rather  than  cash  accounting 
for  fiscal  management  purposes.  Are  you  speaking  for  yourself  or 
Heritage  or  both? 

Mr.  O'QuiNN.  I  will  say  I  am  speaking  for  myself  at  the  time 
since  I 

Mr.  Bereuter,  I  would  be  interested,  if  you  want  to  supplement 
this  with  some  more  reasons  why  you  think  it  might  be  a  good 
idea. 

Mr.  O'QuiNN.  I  will  be  glad  to.  In  fact,  in  the  paper  that  I  am 
publishing  for  Heritage,  there  will  be  a  fairly  detailed  section  on 
accrual  accounting  and  why  we  need  to  use  it  in  the  U.S.  Govern- 
ment. 

Mr.  Bereuter.  Lesson  No.  5,  Mr.  O'Quinn,  is  capital  charge 
should  be  applied  to  the  budget  of  each  Federal  agency.  Unlike  the 
United  States,  New  Zealand  recognizes  the  cost  of  capital  in  its 
budgeting  and  accounting  system.  Each  department  is  levied  a  cap- 
ital charge  payable  to  the  Treasury  twice  a  year. 

On  what  basis  is  that  capital  charge  calculated?  What  is  the  pre- 
sumption behind 

Mr,  O'QuiNN,  I  have  to  check  my  memory,  but  I  believe  it  is 
based  on  the  average  10-year  government  debt,  and  the  basis  that 
that  charge  is  applied  to  is  on  the  entire  assets  owned  and  con- 
trolled by  that  agency  or  department, 

Mr,  Bereuter,  Another  question  for  you  based  on  your  testi- 
mony, Mr,  O'Quinn,  on  page  6,  you  talk  about  800  farmers  going 
out  of  business  and  you  use  some  term  like  "only,"  What  percent- 
age of  farmers  is  800  farmers? 

Mr.  O'QuiNN.  One  percent. 

Mr.  Bereuter.  One  percent. 
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Ambassador  Cleveland,  I  think  you  keep  as  close  a  contact  with 
New  Zealand's  governmental  and  industrial  sector  as  about  any 
other  American,  and  I  am  wondering  if  you  could  tell  me  what  re- 
actions have  come  from  New  Zealanders,  New  Zealand  society  gen- 
erally, and  perhaps  from  the  government,  in  the  wake  of  Prime 
Minister  Bolger's  visit  to  the  United  States?  What  has  been  the  re- 
action? What  do  you  think  the  expectations  are  with  respect  to 
U.S. -New  Zealand  relations,  business  £md  governmental? 

Mr.  Cleveland.  I  think  that  the  reaction  has  been  positive.  I 
don't  think  it  has  been  particularly  immense.  I  think  the  reaction 
to  the  America's  Cup  victory  has  been  a  lot  larger,  but  the  two  in 
combination,  I  think,  have  been  a  great  one-two  punch  in  favor  of 
the  relationship. 

I  think  I  would  put  it  this  way.  Since  I  was  there  (1986-1989), 
the  attitude  of  New  Zealanders  toward  the  United  States  in  gen- 
eral and  toward  the  relationship  has  improved  markedly.  I  didn't 
feel  any  of  the  kinds  of  feelings  that  perhaps  existed  when  I  first 
came  in  1986  to  that  country.  I  think  it  is  a  very  good  and  healthy 
relationship,  positive,  business-oriented. 

Mr.  Bereuter.  Thank  you. 

One  of  the  concerns  many  American  firms  have  with  doing  busi- 
ness in  Asia  is  the  cost  of  headquartering  their  personnel  in  places 
like  Tokyo.  It  is  becoming  just  prohibitively  expensive.  New  Zea- 
land is  a  long  ways  from  any  place,  I  guess,  as  somebody  put  in 
their  testimony  here. 

I  won't  repeat  that  or  view  that  as  being  the  case,  but  it  is  fairly 
isolated,  and  does  geographic  proximity  limit  the  potential  for  New 
Zealand  to  be  a  headquarters  location  for  American  or  European 
firms? 

Mr.  Cleveland.  Sure.  I  think  to  some  extent.  But  I  would  say 
its  size  maybe  as  much  as  anything  limits  its  ability  to  be  a  head- 
quarters. It  does  not  provide  a  market  in  and  of  itself,  say  for  an 
American  firm  that  wants  to  go  into  Asia. 

On  the  other  hand,  the  positive  side  is  also  very  substantial. 
Companies  like  McDonald's  have  gone  into  New  Zealand  and  man- 
ufactured kitchen  equipment  there  and  export  it  all  over  Asia. 
There  have  been  a  number  of  other  cases.  EDS  is  operating  in  New 
Zealand  and  using  New  Zealand  very  effectively  as  a  platform  to 
go  into  the  business  of  digital  equipment  and  connecting  things  up 
throughout  Asia. 

Mr.  Bereuter.  Is  its  prime  competitor  then  for  such  a  head- 
quarters location  Australia?  Is  it  one  of  the  other  choices? 

Mr.  Cleveland.  You  mean  with  EDS? 

Mr.  Bereuter.  In  general. 

Mr.  Cleveland.  It  depends  on  the  individual  company.  I  would 
say  certainly  Australia  represents  a  strong  competitor  for  New  Zea- 
land. It  is  bigger,  closer  to  Asia,  has  a  bigger  infrastructure  itself 
and  can  provide  more  local  market. 

Mr.  Bereuter.  What  external  storm  clouds  are  on  the  horizon, 
if  any,  for  New  Zealand? 

Mr.  Cleveland.  I  don't  see  storm  clouds  on  the  horizon  for  New 
Zealand.  I  think  that  I  would  say  New  Zealand  is  still  a  small 
country  and  it  is  a  small  isolated  band  of  people  out  there.  They 
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have  to  maintain  their  toughness  and  their  professional  approach 
in  order  to  survive  in  a  harsh  world. 

I  have  written  this  in  other  forms  and  I  think  it  is  true.  Every 
indication  is  that  they  are  on  the  way  to  doing  that,  that  they  have 
constructed  a  construct  that  will  encourage  them  to  do  that.  An 
America's  Cup  victory  is  not  just  an  accident.  I  think  that  it  takes 
tremendous  hard  work  and  these  people  have  conditioned  them- 
selves to  do  that  and  I  think  they  will  survive  in  a  tough  world. 

Mr.  Bereuter.  We  understand  that  in  Nebraska  when  it  comes 
to  sports. 

Thank  you. 

Mr.  Cleveland.  OK 

Mr.  O'QuiNN.  Mr.  Chairman,  I  would  iust  add  that  if  I  had  to 
draw  a  storm  cloud  on  the  New  Zealand  horizon,  it  really  is  the 
question  of  how  moving  from  a  single-member  first-past-the-post 
election  of  the  parliament,  moving  to  a  mixed  membership  par- 
liament where — of  120  seats,  where  55  will  be  decided  on  a  propor- 
tional basis  and  65  will  be  decided  on  a  first-past-the-post  basis. 
The  difficulty  becomes  that  you  are  probably  going  to  have  coalition 
governments. 

Now,  in  Germany,  coalition  governments  have  produced  strong 
decisive  governments  and  we  have  been  able  to  work  with  them 
and  they  have  been  able  to  make  decisions  when  decisions  have 
needed  to  be  made,  either  the  domestic  or  foreign  policy  concerns. 

Mr.  Bereuter.  But  Germany  has  a  5  percent  rule  and  does  New 
Zealand 

Mr.  O'QuiNN.  Well,  New  Zealand's  rule  is  5  percent  or  winning 
one  seat  outright  of  the  65  elected  seats,  which  the  Germany  rule 
is  5  percent  or  three  seats  outright.  But  the  problem  could  become 
if  you  have  a  situation  where,  to  form  a  government,  an  extreme 
group  tries  to  force  its  policies  on  the  majority  or — and  we  have 
seen  that  happen  in  terms  of  the  lack  of  decision,  the  difficulties 
in  governing  a  State  like  Israel  or  whatever,  so  there  is  always  a 
risk  when  you  are  moving  to  a  proportional  representation  system 
of  getting  a  situation  like  Israel  or  Italy  where  you  have  very  un- 
stable governments  that  are  incapable  of  making  decisions.  And  I 
would  say  that  is  the  major  risk  in  the  next  5  years  to  New  Zea- 
land and  its  economic  prosperity. 

Mr.  Bereuter.  Thank  you. 

Gentlemen,  thank  you  very  much  for  your  testimony.  I  regret 
that  my  colleagues  aren't  here  to  benefit  from  your  testimony.  I 
will  try  my  best  to  relay  it  to  them. 

I  enjoyed  the  advantage  of  asking  all  the  questions  and  keeping 
that  in  order,  but  I  want  to  give  you  a  final  opportunity  to  make 
any  concluding  remark  or  say  anytning  that  you  have  been  prompt- 
ed to  think  about  in  the  course  of  your  testimony.  If  either  of  you 
would  like  or  both  of  you  would  like  to  take  a  minute  or  two  for 
anything  else  here,  it  would  be  quite  possible  to  do  that. 

Mr.  Cleveland.  Mr.  Chairman,  I  just  want  to  thank  you  again 
for  the  opportunity.  Also,  to  say  that  my  wife  of  41  years,  a  Foreign 
Service  wife  of  37  brilliant  years  of  service  to  the  United  States, 
is  here  today  with  my  son,  who  is  an  electrical  engineer,  who  has 
never  been  on  the  Hill  before  and  who  wanted  to  find  out  what  all 
this  stuff"  is  about. 
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Mr.  Bereuter.  I  would  like  them  to  stand — are  they  here — ^for 
their  supportive  role. 

This  hearing,  I  want  you  to  understand,  is  far  less  controversial 
than  ordinary,  and  I  have  heard.  Ambassador  Cleveland,  that  you 
actually  have  two  children  working  on  the  Senate  side. 

Mr.  Cleveland,  Yes,  sir.  They,  unfortunately,  are  working  so 
hard  for  their  Senators,  one  a  Republican  and  one  a  Democrat,  that 
they  couldn't  be  here  today. 

Thank  you. 

Mr.  O'QuDSfN.  Well,  Mr.  Chairman,  let  me  again  thank  you  for 
having  us  here  today. 

I  would  just  like  to  add  one  response  to  a  question  you  asked  the 
Deputy  Assistant  Secretary  O'Leary. 

One  of  the  things  that  I  think  is  important  in  making  the  gov- 
ernment reforms  work  is  this  contracting  basis,  because  what  hap- 
pens essentially  is  you  separate  and  give  to  the  minister  the  func- 
tion of  setting  policy  and  determining  essentially  the  outside  pa- 
rameters in  which  the  CEO  operates.  Then  they  contract  on  a  year- 
ly basis  with  the  CEO  to  determine  policy  outputs.  And  that  basis 
provides  both  accountability  in  terms  of — in  transparency  in  terms 
of  who  is  setting  policy  and  what  policy  is,  and  also  provides  ac- 
countability in  implementing  that  policy  and  determining  what  out- 
comes happen  from  that  process. 

And  that  process  is,  in  turn,  tied  directly  to  the  compensation 
that  the  departmental  CEO's  receive  and  is  in  turn  tied  to  the  dis- 
cretion that  departmental  CEO's  have  in  terms  of  personnel  and  in- 
puts and  whatever,  and  is  in  turn  again  tied  back  to  GAAP  ac- 
counting which  provides  basically  the  financial  management  tools 
to  make  this  whole  process  work. 

So  this  is  really,  in  my  opinion,  a  seamless  web  that  works  to- 
gether, and  if  we  are  consiaering  implementing  those  changes  for 
our  own  government,  then  we  have  to  implement  them  as  a  pack- 
age for  them  to  work. 

And  I  thank  you  again  for  having  us  here. 

Mr.  Bereuter.  Thank  you  very  much. 

The  hearing  is  adjourned. 

[Whereupon,  at  3:32  p.m.,  the  Subcommittee  was  adjourned.] 
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It  is  a  pleasure  to  have  this  opportunity  to  appear  before 
the  Subcommittee  to  discuss  our  relations  with  New  Zealand  and 
that  country's  impressive  economic  reforms. 

Over  the  past  decade.  New  Zealand  has  undertaken 
far-reaching  reforms  that  have  completely  changed  the  direction 
of  what  was  once  a  bloated  and  stagnating  economy. 

By  privatizing  state  industries,  mandating  fiscal 
responsibility,  pursuing  deflationary  growth  strategies,  and 
opening  New  Zealand's  doors  to  foreign  goods,  services  and 
investment,  the  Labour  and  National  Governments  have 
transformed  the  New  Zealand  economy  from  the  sick  man  of  the 
Organization  for  Economic  Cooperation  and  Development  (OECD)  to 
one  of  its  top  performers.   Economists  now  estimate  that  with 
its  open  market  and  global  competitiveness.  New  Zealand  may 
well  gain  more  from  the  Uruguay  Round  than  any  other  economy. 

American  business  is  also  showing  its  confidence  in  New 
Zealand's  long-term  economic  prospects  —  investing  almost  five 
billion  U.S.  dollars  (gross  flows)  in  New  Zealand  industries 
over  the  last  four  and  a  half  years.   Across  the  economic 
spectrum,  Americans  are  now  deeply  involved  in  contributing  to 
--  and  learning  from  —  New  Zealand's  economic  success  story. 
Kraft,  International  Paper,  Ameritech,  Wisconsin  Rail,  and  Bell 
Atlantic  are  just  some  of  the  U.S.  firms  making  their  mark  in 
New  Zealand's  economy. 

We  are  now  New  Zealand's  number  two  foreign  investor  and 
vie  with  Japan  as  its  second  or  third  largest  trading  partner. 
In  short,  we  enjoy  a  thriving  economic  partnership  in  the 
context  of  an  overall  relationship  that  is  growing 
progressively  stronger. 

U.S. -NEW  ZEALAND  RELATIONS 

Before  focusing  in  detail  on  New  Zealand's  economic  success 
story,  let  me  briefly  review  the  efforts  the  Administration  has 
made  under  President  Clinton's  leadership  to  strengthen  our 
ties  with  New  Zealand.   These  efforts,  of  course,  culminated  in 
Prime  Minister  Bolger's  successful  meeting  with  the  President 
at  the  White  House  in  March  of  this  year. 

I  should  state  at  the  outset  that  the  ultimate  aim  of  our 
efforts  with  respect  to  New  Zealand  is  to  restore  the  broad 
range  of  ties  --  including  security  links  --  with  New  Zealand 
that  we  enjoyed  prior  to  the  events  of  the  mid-1980s.   However, 
an  important  item  of  "unfinished  business"  remains  on  the 
agenda. 
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Mr.  Chairman,  you  may  recall  that  at  the  President's 
direction,  the  Administration  completed  a  review  of  U.S.  policy 
toward  New  Zealand  in  February  1994.   This  was  the  first  such 
review  undertaken  since  the  mid-1980s,  when  New  Zealand  adopted 
anti-nuclear  policies,  later  enacted  as  legislation,  that 
effectively  bar  visits  by  U.S.  Navy  ships  to  that  country. 

The  New  Zealand  legislation  does  this  in  two  ways.   It 
prohibits  visits  by  nuclear-powered  vessels;  some  40  percent  of 
U.S.  Navy  combatants  are  nuclear-propelled.   It  also  requires 
the  Prime  Minister  to  determine  that  ships  and  aircraft  are  not 
carrying  nuclear  weapons  before  granting  them  permission  to 
visit.   This  of  course  conflicts  with  our  longstanding,  global 
policy  of  neither  confirming  nor  denying  the  presence  or 
absence  of  nuclear  weapons  on  particular  aircraft  or  ships 
(NCND) . 

Given  the  inability  of  our  ships  to  visit  New  Zealand,  we 
suspended  our  defense  obligations  to  that  country  under  the 
ANZUS  alliance  in  1986.   Needless  to  say,  this  was  not  an  easy 
decision.   New  Zealand  long  had  been  one  of  our  closest  allies, 
a  country  whose  men  and  women  fought  alongside  U.S.  forces  in 
virtually  every  major  conflict  this  century. 

And  yet  it  was  clearly  impossible  to  sustain  defense 
obligations  to  a  country  which  no  longer  permitted  access  by 
our  Navy  ships,  given  that  our  ability  to  carry  out  those 
commitments  rested  in  large  measure  on  the  naval  aspects  of  the 
ANZUS  Alliance  relationship.   Similarly,  since  U.S.  ships  could 
not  visit  New  Zealand,  it  followed  that  U.S.  forces  could  not 
exercise  with  their  New  Zealand  Defense  Force  counterparts,  and 
joint  military  exercises  were  ended  as  well. 

Much  has  happened  since  New  Zealand  passed  its  anti-nuclear 
legislation,  Mr.  Chairman.   The  Soviet  Union  has  collapsed, 
bringing  the  Cold  War  to  an  end.   The  absence  of  East-West 
rivalry  has  dramatically  reduced  the  possibility  of  a  major 
nuclear  conflict. 

We  have  removed  all  tactical  nuclear  weapons  and  the 
nuclear  capability  from  most  of  our  ships,  although  our  NCND 
policy  remains  in  place.   At  the  same  time,  an  exhaustive  study 
issued  by  New  Zealand's  own  Somers  Commission  has  found  U.S. 
nuclear-propelled  Navy  ships  to  be  safe. 

Meanwhile,  we  have  worked  with  New  Zealand  to  achieve  an 
indefinite  extension  of  the  Nuclear  Non-Prolif eration  Treaty. 
We  will  coordinate  closely  with  New  Zealand  as  well  as  we  seek 
to  conclude  a  Comprehensive  Test  Ban  Treaty  in  the  coming 
year. 
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The  U.S.  is  also  acting  in  a  manner  consistent  with  the 
relevant  provisions  of  the  South  Pacific  Nuclear-Weapons  Free 
Zone  Protocols. 

We  are  hopeful  that  at  some  point  New  Zealand  will  be  in  a 
position  to  rethink  its  anti-nuclear  legislation  in  light  of 
these  facts  and  the  changed  international  circumstances  that  I 
have  described. 

In  other  areas,  the  U.S.  and  New  Zealand  are  cooperating 
closely  on  a  range  of  issues  involving  the  establishment  of  a 
new  World  Trade  Organization  (WTO),  the  Asia  Pacific  Economic 
Cooperation  forum  (APEC) ,  the  ASEAN  Regional  Forum, 
peacekeeping  operations,  and  our  Antarctic  programs  (the  U.S. 
Antarctic  Program  is  based  in  Christchurch,  New  Zealand) . 

New  Zealand's  early  contribution  to  the  Korean  Peninsula 
Energy  Development  Organization  (KEDO)  is  but  the  latest 
example  of  areas  where  our  two  countries  are  cooperating  to 
meet  challenges  to  international  peace  and  security. 

It  was  against  a  background  of  increasing  cooperation  and  a 
broad  confluence  of  interests,  then,  that  the  Administration 
decided  in  February  of  last  year,  as  the  result  of  our  policy 
review,  to  restore  senior-level  contacts  between  officials  of 
our  two  governments  for  discussions  on  political,  strategic, 
and  broad  security  matters.   It  seemed  to  us,  Mr.  Chairman, 
that  the  dramatic  changes  outlined  above,  many  of  which  stem 
from  U.S.  initiatives,  offered  an  opportunity  to  take  another 
look  at  how  we  might  work  constructively  on  security  issues 
with  New  Zealand  as  part  of  our  joint  effort  to  meet  the 
challenges  and  opportunities  of  the  post  Cold-War  era. 

Despite  the  encouraging  developments  of  recent  years,  the 
world  remains  an  unsettled  place  and  alliances  and  partnerships 
are  of  no  less  value  than  they  have  been  in  the  past. 
Democratic  countries  still  need  to  work  together  to  preserve 
peace  and  to  promote  our  mutual  prosperity.   New  Zealand  and 
the  United  States  are  natural  partners,  and  we  would  like  to 
see  our  cooperation  extend  once  again  across  all  aspects  of  our 
respective  policies,  including  in  the  security  arena. 

In  this  spirit,  our  February  1994  policy  review  set  the 
stage  for  a  series  of  important  high-level  exchanges  between 
our  two  countries  aimed  at  expanding  our  dialogue  across  the 
full  range  of  our  common  interests  and  concerns. 

Meetings  between  Secretary  Christopher  and  Foreign  Minister 
McKinnon  and  other  senior-level  contacts,  including  a  visit  by 
Deputy  Secretary  Talbott,  laid  the  groundwork  for  the  historic 
encounter  between  the  President  and  New  Zealand's  Prime 
Minister  here  in  March. 
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President  Clinton's  meeting  with  Prime  Minister  Bolger  was 
the  first  such  meeting  to  take  place  at  the  White  House  in 
eleven  years.   That  meeting  was  not  an  end  in  itself,  but 
rather  the  beginning  of  a  new  stage  in  a  process  of  political 
reconciliation  that  will,  we  trust,  enable  our  two  democratic 
countries  to  reestablish  the  kind  of  close  links  that 
previously  served  our  joint  interests  so  well. 

NEW  ZEALAND  ECONOMIC  REFORMS 

Let  me  now  turn  to  New  Zealand's  economic  reforms. 

As  we  look  today  at  New  Zealand's  sweeping  reforms  and 
impressive  economic  record,  I  would  like  to  begin  with  a  minor 
word  of  caution.   New  Zealand  has  been  seen  as  a  potential 
model  for  other  modern  economies,  showing  clearly  the  benefits 
of  free  market  economics  and  open  trade  and  investment 
regimes.   In  the  1994  World  Competitiveness  Survey,  New  Zealand 
ranked  seventh  among  OECD  economies,  rising  quickly  from  18th 
just  three  years  earlier.   Over  the  past  decade.  New  Zealand's 
exports  of  goods  and  services  have  grown  by  89  percent  by 
value,  while  imports  have  grown  by  56  percent. 

But  we  must  remember  that  New  Zealand  is  an  economy  of  only 
3.5  million  people  with,  until  now,  a  parliamentary  system 
which  guaranteed  strong  majority  governments  with  almost 
complete  freedom  to  chart  the  country's  economic  course.   Its 
small  population  also  meant  the  country's  economy  was  more 
amenable  to  rapid  structural  change  than  is  the  case  in  larger, 
more  diverse  societies. 

We  must  also  not  forget  that  New  Zealand's  rapid  reforms 
were  gut-wrenching  for  many  Kiwis,  as  layoffs  and  double-digit 
unemployment  were  the  transitional  results  of  the  dramatic 
economic  restructuring  that  laid  the  basis  for  New  Zealand's 
current  economic  success.   Furthermore,  with  the  advent  of  New 
Zealand's  new  Mixed-Member  Proportional  (MMP)  electoral  system, 
the  next  election  —  which  must  take  place  before  November  1996 
--  is  likely  to  produce  coalition  governments  less  able  to 
pursue  sweeping  reforms  than  their  predecessors. 

This  is  not  to  say  that  New  Zealand  is  about  to  reverse  its 
economic  course.   On  the  contrary.   There  is  considerable 
consensus  across  New  Zealand's  political  spectrum  that  the 
deflationary  growth  strategy  and  open  door  policies,  begun  by 
the  former  Labor  government  and  carried  on  by  the  conservative 
National  Party  which  defeated  Labor  in  1990,  have  proven  their 
worth. 
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The  reasons  for  this  broad  support  for  New  Zealand's 
current  economic  strategy  are  clear.   From  having  been  one  of 
the  three  or  four  richest  countries  on  a  per-capita  basis  in 
the  early  1950s  with  full-employment,  New  Zealand  fell  to  about 
twentieth  in  the  international  rankings  by  the  end  of  the  1970s. 

Between  1975  and  1982,  there  was  virtually  no  growth,  while 
inflation  averaged  about  15  percent  per  year.   Unemployment,  -, 
only  one  percent  in  1979,  rose  rapidly  to  seven  percent  in  the 
early  1980s,  while  consumers'  purchasing  power  plummeted.   Much 
of  the  problem  stemmed  from  the  fact  that  New  Zealand  had 
become  one  of  the  world's  most  highly  regulated  economies. 

Briefly,  the  reforms  of  the  1980's  and  early  1990's 
consisted  of  slashing  high  protective  tariffs  and  abolishing 
import  quotas,  ending  expensive  agricultural  subsidies,  passing 
the  Reserve  Bank  Act  to  fight  inflation,  removing  foreign 
exchange  controls  and  floating  the  New  Zealand  dollar,  passing 
the  employment  contracts  act  to  reduce  labor  market  rigidities, 
and  selling  off  government-owned  monopolies  and  other 
government  economic  enterprises,  to  American  companies,  among 
others.   A  few  industries  remain  protected  (autos/auto  parts, 
clothing,  cloth  and  footwear)  but  tariffs  even  in  these  sectors 
are  gradually  being  phased  out. 

After  years  of  hardship.  New  Zealanders  are  finally 
enjoying  the  fruits  of  economic  reform.   Real  Gross  Domestic 
Product  (GDP)  rose  from  a  negative  1.3  percent  growth  in  1992 
to  a  positive  5.5  last  year,  one  of  the  highest  rates  in  the 
OECD.   This  year,  thanks  to  the  monetary  tightening  begun  by 
the  New  Zealand  Reserve  Bank  almost  a  year  ago,  the  economy 
looks  ready  to  settle  into  a  more  sustainable  long-term  growth 
pattern  —  probably  growing  around  4.7  percent  this  year, 
according  to  the  Reserve  Bank.   The  consensus  among  New  Zealand 
economists  is  that  it  will  continue  to  grow  by  3-4  percent  in 
subsequent  years. 

Under  the  Reserve  Bank  Act  of  1989,  deflationary  and 
sustainable  growth  is  the  number-one  priority  of  the 
independent  central  bank.   Bank  Governor  Don  Brash  closely 
monitors  domestic  interest  rates  for  any  signs  of  overheating 
and  is  quick  to  put  on  the  brakes  when  monetary  conditions 
worsen. 

In  a  strict  agreement  between  the  government  and  the 
Reserve  Bank,  underlying  inflation  is  kept  within  a  narrow 
range  of  0-2  percent  and  has  remained  in  that  range  for  most  of 
the  last  four  years.   While  underlying  inflation  did  tiptoe 
across  the  border  in  the  June  quarter  of  this  year  (at  2.2 
percent),  inflation  has  probably  peaked  and  looks  set  to  return 
to  the  middle  of  the  Bank's  target  range  by  year's  end.   The 
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result:  Kiwi  purchasing  power  is  now  on  the  rise,  and  broad 
support  exists  for  the  bank's  policy  direction  —  although  the 
Labour  Party  would  like  to  see  the  range  of  allowable  inflation 
increased  slightly  to  foster  greater  growth  and  more  social 
spending . 

New  Zealand's  open  door  policy  to  trade  and  investment  has 
resulted  in  an  ever-expanding  range  of  consumer  choice  at 
cheaper  prices.   Only  ten  years  ago,  licenses  were  required  to 
import  a  wide  range  of  consumer  goods  from  beer  to  autos .   It 
took  six  weeks  to  have  a  business  phone  connected  by  the 
government  telephone  company,  and  in  real  terms  phone  calls 
cost  four  times  what  they  do  today.   Reserve  Bank  permission 
was  required  to  subscribe  to  an  overseas  magazine. 

There  were  two  sorts  of  refrigerators  available  on  local 
markets  —   both  made  by  the  same  company  to  the  same 
specifications.   It  was  against  the  law  to  make  carpets  from 
anything  but  wool.   Only  the  government  broadcast  television 
programs.   And  the  railroads  employed  four  times  as  many  people 
to  move  the  same  quantity  of  goods  as  now. 

Now,  domestic  producers  must  innovate  constantly,  increase 
productivity,  and  lower  prices  to  remain  competitive  both  at 
home  and  abroad.   Foreign  direct  investment  is  welcomed,  with 
the  Overseas  Investment  Corporation  turning  down  less  than  a 
handful  of  requests  over  the  last  few  years  —  and  those  all 
involving  sensitive  land  acquisitions. 

A  flood  of  new  investment,  about  33  percent  of  this  from 
the  U.S.  in  recent  years,  has  brought  in  new  technologies  and 
managerial  know-how  to  New  Zealanders  who  embrace  new  ideas  as 
eagerly  as  any  of  the  vibrant  East  Asian  economies.   For 
American  investors.  New  Zealand  provides  not  only  solid  growth 
potential  but  a  comfortable  foray  into  the  Asian  market  for 
companies  just  beginning  to  globalize.   Over  50  percent  of  New 
Zealand's  sharemarket  is  also  now  in  the  hands  of  foreign 
interests . 

More  internationally  competitive  as  a  result  of  economic 
reform,  the  New  Zealand  economy  is  enjoying  the  best 
combination  of  conditions  in  decades.   In  addition  to  stable 
growth.  New  Zealand  figures  indicate  that  unemployment  was  down 
to  6.6  percent  in  March  from  10.4  percent  in  December  of  1992. 
Government  surpluses  are  mounting,  and  the  government  intends 
to  reduce  net  public  debt  to  less  than  30  percent  of  GDP  and  to 
eliminate  all  foreign  debt  by  FY  1996-97.   The  government  ended 
the  1993-94  budget  year  on  June  30  with  the  first  budget 
surplus  since  1978,  and  with  growing  surpluses  forecast  for  the 
next  four  years. 
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Much  of  these  surpluses  is  being  used  to  reduce  foreign 
debt.   Eventual  tax  cuts  for  voters  and  business  are  likely  as 
well.   With  union  membership  down  38  percent  in  four  years, 
work  stoppages  are  less  than  half  their  1993  levels.   The  trade 
account  for  the  year  remains  in  the  black,  although,  there  was 
weakening  in  the  second  quarter  due  to  a  sharp  rise  in  the 
value  of  the  New  Zealand  dollar  since  January  1995. 

Business  and  consumer  confidence,  which  have  fallen  as 
inflation  and  interest  rates  climbed  over  the  past  nine  months, 
remain  positive.   Most  economists  now  expect  the  New  Zealand 
economy  to  make  a  successful  soft  landing  later  this  year,  with 
real  interest  rates  and  the  exchange  rate  moving  cautiously 
downward  for  the  next  year  or  more.   This  is  good  news  for  New 
Zealand  exporters  who  had  begun  to  worry  that  an  over-valued 
New  Zealand  dollar  (rising  four  percent  this  year  against  the 
US  dollar)  was  beginning  to  bite  into  foreign  sales. 

The  U.S.  vies  with  Japan  as  New  Zealand's  second  largest 
trading  partner.   In  the  year  ending  1994,  New  Zealand  sent  us 
approximately  US$1.4  billion  in  exports  (largely  agricultural), 
while  we  exported  US$1.5  billion  to  New  Zealand  (primarily 
machinery,  aircraft  and  parts,  other  transportation  equipment 
and  parts,  plastics,  chemicals  and  fertilizers,  and 
optical/medical/surgical  equipment) . 

While  stock  figures  for  direct  foreign  investment  are 
notoriously  unreliable  in  any  economy,  net  US  direct  foreign 
investment,  to  date,  in  New  Zealand  probably  totals  somewhere 
around  $4  billion. 

Recent  notable  U.S.  investments  have  been  H.J.  Heinz's 
acquisition  of  the  largest  New  Zealand  food  processor  in  1992; 
ITT  Rayonier's  purchase  of  government-owned  forests  in  1992; 
Ameritech  and  Bell  Atlantic's  purchase  of  the  government 
telephone  company  in  1990-93;  Wisconsin  Rail's  investment  in 
the  government-owned  railroad  in  1993;  acquisition  of  the 
government  computing  center  and  the  banks'  clearing  house 
computer  company  by  EDS  in  1994,  and  International  Paper's 
acquisition  of  the  paper  firm  Carter  Holt  Harvey.   Even  sales 
of  rural  land  to  US  investors  rose  four-fold  in  1994. 

With  exports  accounting  for  almost  a  third  of  GDP,  the  New 
Zealand  government's  international  economic  agenda  is  aimed  at 
increasing  the  opportunity  for  further  expansion  of  competitive 
New  Zealand  exports  and  to  attract  even  greater  foreign 
investor  interest  in  the  New  Zealand  economy.   To  that  end.  New 
Zealand  is  a  strong  supporter  of  global  and  regional  trade  and 
investment  liberalization. 
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New  Zealand  was  an  important  member  of  the  Cairns  Group 
which  helped  persuade  the  European  Union  to  better  its 
agricultural  offers  during  the  Uruguay  Round.   New  Zealand 
strongly  supports  the  World  Trade  Organization  (WTO)  and  the 
free  trade  goals  of  the  Asia  Pacific  Economic  Cooperation 
(APEC)  forum.   New  Zealand  has  also  expressed  interest  in  free 
trade  agreements  with  Chile  (now  in  abeyance),  has  a 
flourishing  free  trade/investment  arrangement  with  Australia  , 
(the  Closer  Economic  Relations,  or  CER,  agreement)  and  would 
perhaps  like  to  see  some  eventual  CER  link  with  ASEAN* s  AFTA 
and  our  own  NAFTA  or  FTAA. 

The  U.S. -New  Zealand  bilateral  economic  relationship  is 
close  and  cooperative.   We  have  largely  similar  or  parallel 
goals  in  APEC,  GATT/WTO  and  other  multilateral  economic  fora. 
The  GNZ  generally  supports  U.S.  positions  on  multilateral  and 
bilateral  economic  issues. 

While  bilateral  economic  relations  are  strong  and 
cooperative.  New  Zealand  —  as  a  major  non-subsidizer  —  does 
oppose  the  recent  expansion  of  the  United  States  Dairy  Export 
Incentive  Program  (DEIP)  into  Asian  markets.   The  U.S.  has 
reassured  the  Government  of  New  Zealand  that  the  DEIP  program 
is  consistent  with  our  commitments  in  the  GATT  Uruguay  Round, 
and  that  it  will  seek  to  minimize  any  negative  impact  on  fairly 
traded  commodities. 

We  are  also  concerned  that  sanitary  and  phytosanitary 
regulations  in  both  New  Zealand  and  Australia  under  the  CER  are 
restricting  market  access  of  US  pork,  chicken,  and  some  fruits 
and  vegetables. 

These  are  but  minor  stresses  in  an  otherwise  strong  and 
increasingly  interdependent  economic  relationship.   Such  issues 
are  discussed  through  a  mechanism  set  in  place  in  1992  to 
resolve  bilateral  economic  issues  --  the  Trade  and  Investment 
Framework  Agreement.   We  held  our  last  consultations  under  this 
agreement  in  Washington  on  July  7,  1995. 

Mr.  Chairman,  this  concludes  my  prepared  remarks  covering 
the  current  state  of  U.S. -New  Zealand  relations  and  economic 
reforms  implemented  by  the  New  Zealand  governments  since  the 
mid-1980s.   I  would  be  happy  to  answer  any  questions  that  you 
might  have.   Thank  you. 
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Mr.  Chairman. 

Thank  you  very  much  for  providing  me  the  opportunity  this  afternoon  to  appear  before  this 
committee  and  speak  about  New  Zealand's  economic  revolution.  It  is  both  a  pleasure  and  an 
honor  to  be  here. 

The  Baltimore  Sun  once  described  New  Zealand  as  a  long  way  from  anywhere.  "Anywhere"  it 
wrote  was  Australia,  and  that  was  a  long  way  from  anywhere  else.  Apart  from  its  remoteness. 
New  Zealand  is  small:  there  are  only  3.5  million  people  in  an  area  the  size  of  Japan;  benign  : 
unless  you  include  people,  there  is  very  little  that  is  lethal  there-no  snakes,  no  carnivorous 
animals,  little  harsh  weather,  no  hurricanes  and  tornados,  only  an  occasional  earthquake;  it  is 
incredibly  beautiful  and  bountiful;  and  it  is  quiet:  one  of  New  Zealand's  leading  journalists  has 
even  described  the  recent  extraordinary  revolutionary  change  in  New  Zealand  as,  "The  Quiet 
Revolution."  It  is  tempting  in  such  an  idyllic  atmosphere  to  withdraw  from  the  realities  of  the 
world. 

One  of  the  quiet  things  that  happened  to  New  Zealand  in  recent  years  was  that  it  did  just  that,  it 
retreated  from  economic  reality  and  sank  with  hardly  a  sound  into  deep  economic  trouble  in  the 
late  1970's.  Virtually  at  the  bottom  of  the  OECD  economic  performance  list  in  a  number  of 
respects  by  1 984  ,  New  Zealand  had  a  highly  restrictive  external  economy,  heavily  subsidized 
farming  despite  its  excellent  farming  conditions,  high  taxes  and  welfare  costs,  protected  and 
inefficient  manufacturing,  and  a  highly  inefficient  government  bureaucracy.  As  New  Zealand 
Ambassador  John  Wood  has  said:  "  We  were  as  tightly  regulated,  protected  and  centralized  as 
any  East  European  coimtry,  and  performing  about  as  well." 

Today,  just  over  ten  years  later.  New  Zealand  can  be  described  in  almost  antithetical  terms.  It  has 
faced  economic  reality  with  extraordinary  gusto.  Grovsang  at  one  of  the  highest  rates  in  the 
OECD,  perhaps  the  least  regulated  and  most  open  and  competitive  economy  in  the  West.  New 
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Zealand  is  today  an  extraordinary  example  of  economic  efficiency  and  success  for  all  of  us.  Most 
important.  New  Zealand's  success  has  occurred  in  a  democracy,  where  the  politics  of  reform  are 
more  challenging  than  in  a  command  economy.  Asian  economies  may  be  growing  faster,  but 
Asians  do  not  have  the  same  freedoms,  opportunities  and  protections  New  Zealanders  have. 
While  widely  varying  conditions  in  the  United  States  and  other  fully  democratic  countries,  make 
it  doubtful  that  all  the  lessons  can  be  directly  applied  elsewhere,  certainly  we  can  learn  a  great 
deal.  It  is  excellent  news  that  the  Congress  will  be  sending  a  study  group  to  New  Zealand  in 
December. 

How  then  did  this  remarkable  transformation  come  about  in  this  most  remote  and  most  beautifiil 
of  England's  former  colonies?  What  can  we  learn  by  studying  it? 

Reform  Measures 

Perhaps  the  first  lesson  New  Zealand  teaches  is  that  it  took  a  major  economic  crisis  to  coalesce 
political  forces  to  support  the  exceptionally  difficult  set  of  reforms  undertaken.  Things  got  so  bad 
almost  everyone  agreed  radical  change  was  necessary.  The  reform  was  begun  in  1984  by  a  Labor 
Party  government,  then  was  picked  up  in  1 990  and  carried  to  conclusion  by  the  National  Party. 
Bipartisan  support  for  the  basic  notion  of  radical  change  was  essential. 

The  second  general  point  to  make  about  New  Zealand's  transformation  is  that  reform  measures 
were,  comprehensive  and  coherent;  every  sector  of  New  Zealand's  economy  was  required  to 
make  sacrifices,  to  take  stiff  doses  of  economic  medicine.  Let  me  outline  what  I  mean. 

Agriculture  Farming  accounts  for  12%  of  New  Zealand's  GDP  and  two  thirds  of  farm  output  is 
exported.  When  the  Labour  government  took  over  in  1984,  even  New  Zealand's  efficient  farmers 
were  being  subsidized,  so  that  more  farmers  could  be  kept  on  more  land  than  the  country  could 
possibly  afford.  New  Zealand's  agricultural  exports  and  imports  were  controlled  and  protected. 
Accordingly,  since  agriculture  was  the  mainstay  of  the  economy,  one  of  the  first  things 
undertaken  after  the  exchange  rate  was  floated  was  elimination  of  agricultural  subsidies  and 
protection.  It  was  painful;  the  outcry  was  substantial.  But  New  Zealand's  agricultural  sector  is 
now  by  far  the  least  protected  in  the  OECD  and  the  most  efficient.  Moreover,  it  is  interesting  to 
note,  virtually  all  of  New  Zealand's  farmers  rose  to  the  challenge;  most  flourished;  and  only  1  % 
were  forced  off  their  farms. 

Trade  Liberalization  All  quantitative  controls  on  imports  were  eliminated.  Tariffs  were  slashed 
to  a  third  of  previous  levels.  By  the  year  2000  almost  all  tariffs  will  be  at  0  or  5%.  None  will  be 
over  1 5%.  Like  the  farmers,  manufacturers  have  flourished  in  the  new  competitive  climate. 

Financial  Liberalization  Also  early  on,  the  Labour  government  undertook  financial 
liberalization.  First  off  there  was  a  massive  devaluation;  floating  exchange  rates  were  introduced; 
there  was  sweeping  deregulation  of  financial  markets  including  removal  of  restrictions  on  the 
number  of  banks  and  on  bank  competition.  New  Zealand  also  abolished  controls  on  capital 
movements.  Price,  interest  rate  and  wage  controls  were  removed. 
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Taxation  In  the  tax  area,  the  tax  base  was  broadened  through  introduction  of  a  comprehensive 
ten  per  cent  (now  12%)  value-added  tax;  the  personal  income  tax  structure  was  simplified  to  a 
two-step  scale  with  removal  of  specific  exemptions;  and  direct  taxation  rates  were  lowered,  with 
company  rates  reduced  from  48  to  33  percent  and  top  personal  rates  cut  from  66  to  33  percent. 

Public  Sector  Restructuring  According  to  Ambassador  Wood,  some  estimates  conclude  that 
prior  to  1984  the  New  Zealand  government  was  involved  in  60%  of  the  country's  major 
investment  decisions.  That  no  longer  is  the  case.  There  has  been  a  transformation  of  government 
departments  engaged  in  commercial  activities  (eg  postal  services,  electricity  networks)  into 
state-owned  enterprises  (SOE's)  operating  on  private  principles  and  exposed  to  greater 
competitive  pressures.  Privatization  of  former  government  enterprises  (eg  telecommunications, 
aviation,  railways)  has  also  taken  place  to  maximize  efficiency  gains;  more  than  25  enterprises 
worth  over  NZ  $12  billion  have  been  sold  since  1987  —  the  phone  company  and  the  railroad  to 
American  firms.  Proceeds  have  contributed  to  budget  balancing. 

Public  Sector  Reform  Financial  management  reforms  have  been  introduced  for  remaining 
Government  Departments,  including  introduction  of  full  accrual  accounting  and  individual 
performance  contracts  between  Ministers  and  Chief  Executives.  The  government  has  redesigned 
the  public  social  services  sector  and  reconstructed  retirement  income  policy  to  achieve  greater 
efficiency  and  better  targeted  assistance.  The  public  service  has  been  reduced  almost  60%  from 
88,000  in  1984  to  36,000  ten  years  later.  That  is  surely  stunning. 

Deregulation  Most  sectors  of  the  economy  have  been  substantially  deregulated.  This  included 
removal  of  government  imposed  entry  barriers  in  major  infrastructure  industries  such  as  road, 
rail,  air  and  maritime  transport,  telecommimications,  broadcasting  and  electricity  distribution. 
The  current  National  Government  introduced  deregulation  and  decentralization  of  labor  markets 
which  provided  freedom  for  individual  or  collective  bargaining  between  employers  and 
employees  at  the  work  place,  firm,  industry,  or  national  level. 

Immigration  In  another  move  to  make  the  labor  market  more  competitive.  New  Zealand  has 
opened  its  doors  to  more  immigration  based  on  a  sophisticated  point  system  that  favors  worker 
skills  and  people  with  capital  to  invest. 

Monetary  and  Fiscal  Policy  Fiscal  policy  was  reoriented  to  the  medium  term  objectives  of 
achieving  surplus  in  the  adjusted  fiscal  balance,  reducing  debt  levels  and  reducing  Government 
expenditure  as  a  percentage  of  GDP.  New  Zealand  has  introduced  legislation  requiring  regular 
accrual-based  fiscal  reporting  and  articulation  of  fiscal  objectives  and  strategies. 
Monetary  policy  is  now  directed  to  the  single  economic  objective  of  achieving  and  maintaining 
general  price  stability.  The  formulation  and  implementation  of  monetary  policy  devolved  to  an 
independent  authority.  The  Reserve  Bank  of  New  Zealand,  pursuant  to  a  Policy  Targets 
agreement  between  the  Government  and  the  Reserve  Bank  Governor  who  was  put  on  contract, 
requires  the  Governor  to  hold  inflation  in  the  0-2  percent  range.  This  makes  New  Zealand's 
central  bank  one  of  the  most  independent  in  the  world. 

In  sum,  New  Zealand  has  not  only  freed  business  to  do  its  best,  it  has  called  on  government 
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itself  to  adopt  business  practices,  to  compete  with  business  and  where  it  cannot  compete  to  get 
out  of  business.  In  the  private  sector,  burden's  have  been  removed  or  reduced;  money  flows  and 
prices  have  been  freed;  labor  prices  also;  and  foreign  competition  is  being  given  national 
treatment.  But  the  conclusion  to  the  story  that  New  Zealand  teaches  us  --  the  best  part  -  is  how  it 
has  all  worked.  Is  New  Zealand  a  better  place  to  live?  Clearly,  it  is  for  a  great  majority  if  not  for 
all. 

RESULTS 

Results  of  the  reform  process  were  not  immediate  but  over  the  past  several  years  the  benefits 
have  become  clear.  There  have  been  many: 

Growth    New  Zealand  has  increased  its  nationwide  competitiveness  dramatically  and  since  1992 
the  economy  has  enjoyed  a  period  of  sustained  economic  growth.  Growth  was  6.1  percent  in  the 
year  to  June  1994,  and  following  measures  to  arrange  for  a  "soft  landing"  a  la  our  own  current 
experiences,  it  is  expected  to  average  4  percent  per  year  over  the  next  several  years. 
Trade  Export  growth  was  1 1 .0  percent  in  the  year  to  June  1994  with  high  growth  in  non- 
traditional  manufactiired  exports.  The  current  account  deficit  has  stabilized  at  around  2  percent  of 
GDP  despite  high  levels  of  investment  and  growth  in  consumer  spending. 
Investment  There  has  been  strong  investment  growth  of  23  percent  in  the  year  to  Jime  1994 
reflecting  increased  confidence  in  the  economy.  In  the  5  years  from  1989  to  1993  annual  inward 
flows  of  direct  foreign  investment  in  New  Zealand  grew  six-fold  from  NZ$725m  to  NZ$4,747m. 
American  investment  in  recent  years  has  led  others  and  has  been  NZ$1 .4  billion. 
Employment    Total  employment  grew  by  4.2  percent  for  the  year  ended  September  1994.  In  the 
last  two  years  the  rate  of  unemployment  fell  from  10.9  percent  to  6.6  percent,  and  that  is  down 
from  a  peak  of  19%  ten  years  ago. 

Prices  Underlving  inflation  (excluding  interest  rates  and  Government  charges)  has  been  below 
2%  for  four  years,  was  1 .5  percent  for  the  year  to  December  1994  and  is  expected  to  remain 
below  2  percent  over  the  next  three  years.  During  1 994  the  New  Zealand  dollar  appreciated  by 
5.1  percent  (on  a  trade  weighted  index  basis). 

Government  budget    New  Zealand  is  just  about  the  only  country  anywhere  currently  running  a 
budget  surplus.  It  was  around  1  percent  of  GDP  in  1994  (the  first  surplus  for  17  years).The 
surplus  is  projected  to  increase  to  2.5  percent  of  GDP  in  1994/95  and  7%  percent  of  GDP  by 
1997/98.  At  the  same  time  there  was  a  reduction  of  public  debt  from  52  percent  of  GDP  in  1992 
to  37.6  percent  in  1994/95.  The  public  debt  is  forecast  to  decline  below  30  percent  of  GDP  by 
1996/97. 

Let  me  restate  what  should  be  obvious  from  that  summary.  This  was  no  step  by  step  reform.  This 
has  been  a  radical,  coherent,  comprehensive  revolution  that  is  ongoing.  Almost  all  aspects  of  the 
economy  have  been  or  are  being  freed  from  seizure.  Noone  has  been  exempt. 

Does  some  of  this  sound  familiar?  Yes  it  does.  Many  of  the  measures  that  New  Zealand  has 
adopted  are  measures  being  debated  in  the  Congress  today.  Trade  liberalization,  agricultural  de- 
subsidization,  adoption  of  a  value  added  tax  or  some  other  form  of  consumer  taxation,  sale  of 
government  enterprise,  deregulation  of  various  industries  —  for  example  banking, 
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communications  and  broadcasting  ~  all  these  matters  are  current  subjects  of  discussion  in  the 
United  States.  The  timing  of  your  hearings,  Mr.  Chairman,  could  not  be  better. 

Other  measures  taken  by  New  Zealand  unquestionably  go  beyond  anything  we  have  yet 
considered:  transparent  full  accrual  accounting  that  put  government  on  a  more  businesslike  basis 
and  eliminated  the  possibility  of  playing  games  with  the  budget  before  an  election;  contracting 
with  the  head  of  the  central  bank  and  giving  him  a  single  chore  to  control  inflation;  contracting 
with  senior  government  officials  and  giving  them  specific,  quantified  goals.  This  latter  measure 
in  particular  is  a  startling  idea  to  me  as  an  ex-Foreign  Service  Officer.  But  why  not?  The  measure 
has  had  a  truly  remarkable,  uplifting  effect.  Almost  all  the  bureaucrats  I  met  in  New  Zealand 
when  1  visited  there  in  February  --  and  the  private  business  people  as  well  ~  were  by  their  ovm 
testimony  and  my  observation  more  self  confident  and  competitive,  working  harder  and  more 
efficiently  and  enjoying  their  work  more  than  they  were  six  years  ago  when  1  left  the  American 
Embassy  in  Wellington.  We  should  think  about  these  kind  of  changes  as  well  as  the  changes  we 
are  already  discussing. 

Those  are  extraordinary  benefits  for  only  a  decade  of  reform.  But  the  Committee  well  may  ask: 
has  there  been  a  downside?  Certainly,  nothing  so  major  is  free  or  easy. 

*  The  process  was  extraordinarily  painfiil  for  many  New  Zealanders  who  had  to 
make  adjustments.  Living  is  still  painful  for  some.  There  are  fewer  government  benefits.  For 
some  that  may  be  a  blessing  in  disguise.  For  others  it  has  been  a  disaster.  New  Zealand  Prime 
Minister  Bolger  found  out  in  the  1 993  election  how  angry  some  people  became.  He  won  with  a 
one  seat  majority. 

*  While  comprehensive  and  thorough  as  far  as  it  goes,  there  is  still  major  debate 
in  New  Zealand  as  in  the  United  States  about  the  tough  issues  of  welfare,  health  and  education. 
New  Zealand  is  having  similar  debates  infact.  In  this  instance  we  have  much  to  learn  from  one 
another. 

*  Some  changes  will  undoubtedly  prove  less  wise  than  others  and  induce  counter 
change.  That  is  democracy.  Although  its  pronouncements  have  been  widely  rebuffed,  one 
political  party  in  New  Zealand  has  called  for  comprehensive  revisionist  measures.  The  major 
opposition  party,  Labour,  wants  to  roll  back  a  key  building  block:  the  Employment  Contracts  Act 
that  amongst  other  things  reduced  the  power  of  Labor  Unions  in  New  Zealand.  Despite  reform, 
government  will  creep  back  in  places,  some  probably  appropriate,  some  not.  You  can  change  a 
lot  by  law,  but  human  needs  and  nature  do  not  change. 

When  all  is  said  and  done,  however.  New  Zealand's  courageous  reform  has  been  remarkably 
successful  by  any  reasonable  standard,  a  model  worth  study  by  democratic  economies, 
worldwide.  Granted  it  is  easier  to  turn  around  a  small,  relatively  homogeneous  society  than  a 
massive,  complex  one.  But  just  because  it  is  easier  to  turn  a  speed  boat  does  not  mean  you  cannot 
turn  an  ocean  liner.  Go  to  New  Zealand  and  find  out  how  the  Kiwis  managed  change.  I  guarantee 
that  at  a  minimum  you  will  have  a  highly  educational,  interesting  time. 


43 

ROBERT  PATRICK  O'QUINN 

Robert  P.  O'Quinn  is  an  economist  with  a  wide-ranging  experience  In  business,  government,  and 
politics.  Mr.  CQuinn  is  currently  serving  as  the  Policy  Analyst  for  Economics  and  Trade  in  the  Asian 
Studies  Center  at  The  Heritage  Foundation.  Mr.  O'Quiiin  writes  about  international  trade, 
investment,  and  finance  matters  among  the  18-member  nations  of  the  Asia-Pacific  Econonuc 
Cooperation  (APEQ  forxun.  Mr.  O'Quinn  also  writes  about  General  Agreement  on  Trade  and  Trade 
(GATT),  World  Trade  Organization  (WTO),  and  the  North  American  Free  Trade  Agreement 
(NAFTA). 

Mr.  O'Quinn  served  as  Legislative  Assistant/Economist  for  former  Congressman  Bill  Dannemeyer 
(Republican  of  California)  in  Washington,  D.C.  In  this  capacity,  Mr.  O'Quirui  was  responsible  for 
appropriations,  budget,  monetar)'  policy,  regulation,  tax,  and  trade  issues.  Mr.  O'Qxiinn  is  very 
familiar  with  the  Congressional  budget  process  and  the  American  tax  system. 

Mr.  O'Quinn  served  as  an  Economist  for  the  Federal  Trade  Commission  in  V\'asliington,  D.C.  Mr. 
OQuinn  is  familiar  with  both  antitrust  policy  in  the  United  States  and  competition  policies  in  other 
coimtries. 

Mr.  O'Quinn  has  also  served  as  a  Commercial  Credit  Officer  at  First  Union  National  Bat>k  of  Florida 
in  Jacksonville,  Florida,  and  as  a  Financial  Analyst  in  the  Banking  Supervision  and  Regulation 
Division  of  the  Board  of  Governors  of  the  Federal  Reserve  System  In  Washington,  D.C.  Mr.  O'Quinn 
is  extremely  knowledgeable  about  central  bankings  monetary  policy,  and  fii\ancial  services 
regulation. 

Mr.  O'Quinn,  a  life-long  Republican,  has  hand-on  experience  in  the  political  arena.  Mr.  0'Quii\n 
helped  to  run  a  congressional  campaign  (Henry  Butler,  Virginia-11,  1992)  and  served  as  a  policy 
advisor  to  a  gubernatorial  campaign  (Earle  Williams,  Virginia,  1993).  On  Ix^half  of  the  Williams 
campaign,  Mr.  O'Quinn  analyzed  Democrat  fiscal  policies  and  devised  alternative  Republican  budget 
and  tax  plans  for  Virginia. 

Mr.  O'Quinn  has  published  on  a  variety  of  economic  topics: 

'Averting  an  Automohve  Trade  Wreck  with  J»pan,'  Asutr  Studies  CoiUr  Backp-cunder,  No.  136  (M«y   26, 
1993). 

"Putting  Trade  with  Asia  and  Latin  America  on  a  Fast  Track,"  h'.enia^i:  Foundaticn  Backgrounder,  with  John 
Sweeney.  No.  1027  (March  23, 1995) 

"Expanding  Free  Trade  in  Asia;  The  APEC  Metbng  and  Bej'Opd,"  Asian  Studies  OnUr  Fackgrounder,  No. 
134  (November  10, 1994). 

"Recent  Empirical  Evidence  on  Mergers  and  Acquisitions .'  Antitrust  Bulletin,  with  Paul  Pautler,  Vol.  38, 
No.  4  (Winter  1993). 

"Geographic  Restrictions  on  Banks:  A  Prc^cripbon  for  Disaster,"  Regulation,  Vol.  14,  .\'o  2  (199t). 

"The  Americans  \Wth  Disabilities  Act;  Time  for  Amendments,"  Calo  Institution  {August  1991). 

Mr.  O'Quinn  holds  a  M.B.A.  (Monetary  Policy)  and  a  B.A.  (Economics)  cum  \aude  from  the  Universitj- 
of  Georgia.  He  was  born  and  grew  up  in  Atlanta,  Georgia. 


44 


WHAT  CONGRESS  CAN  LEARN  FROM  NEW  ZEALAND: 
A  TOP  TEN  LIST 


Testimony  by 
ROBERT  P.  O'QUINN 

Policy  Analyst  for  Economics  and  Trade 

Asian  Studies  Center 

The  Heritage  Foundation 


Hearings  on  "Political  and  Social  Change  in  New  Zealand" 

Subcommittee  on  Asia  and  the  Pacific 

Committee  on  International  Relations 

United  States  House  of  Representatives 

July  31,  1995 


45 

magine  that ... 


•  Our  economy  is  expanding  at  an  annual  rate  of  5.9  percent. 

•  Our  government  has  a  budget  surplus  of  $214  billion  or  3.0  percent  of  GDP.^ 

•  Our  government  work  force  has  fallen  by  41  percent  to  1.12  million. 

•  Our  political  leaders  are  debating  over  the  appropriate  mix  of  tax  cuts  and 
debt  repayment. 

•  Our  farmers  are  prospering  without  any  agriculture  subsidies 

•  After  ending   quantitative  trade  barriers,   our  remaining   tariffs   are   being 
phased  out  by  2004. 

Members  of  Congress,  this  is  not  Fantasy  Island;  it  is  New  Zealand  today.    However, 
New  Zealand  has  not  always  been  so  blessed. 

For  five  decades  before  1984,  successive  Labour  and  National  Governments 
sought  to  insulate  New  Zealand  from  the  vicissitudes  of  the  world  economy  through 
high  tahffs,  import  licensing,  foreign  exchange  controls,  and  investment  restrictions. 
Suffocating  regulations,  high  income  tax  rates,  large  agricultural  subsidies,  and  Crown 
investments  in  commercial  activities  smothered  Kiwi  enterprise.  However, 
"insulationism"  and  massive  intervention  yielded  poor  results.  From  1950  to  1985,  New 
Zealand  had  the  lowest  rates  of  productivity  and  income  growrth  in  the  developed  world. 


1  GDP  is  gross  domestic  product. 
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Consequently,  New  Zealand  fell  from  3rd  to  19th  place  in  per  capita  GDP  among  the 
Organization  for  Economic  Cooperation  and  Development  (OECD)  countries. 

On  July  14,  1984,  New  Zealand  voters,  dismayed  by  the  socialist  policies 
pursued  by  the  nominally  right-wing  National  Government  of  Prime  Minister  Robert 
Muldoon,  elected  a  new  Labour  Government  under  the  leadership  of  Prime  Minister 
David  Lange  and  Minister  of  Finance  Roger  Douglas.  While  most  observers  expected 
some  policy  changes,  few  could  imagine  the  sweeping  economic  transformation  that 
was  to  come  under  a  nominally  left-wing  Government.  Indeed,  New  Zealand  launched 
what  the  OECD  has  rightly  called  "the  most  comprehensive  economic  reform 
programme  undertaken  by  any  OECD  country  in  recent  decades. "  More  remarkably, 
when  voters  returned  the  National  party  to  power  in  the  October  27,  1990,  general 
election  after  internal  bickering  split  the  Labour  party,  the  new  Prime  Minister  Jim 
Bolger  not  only  continued  but  expanded  Labour's  economic  liberalization  program,  thus 
cementing  the  reforms. 

Comprehensive  reform  has  produced  remarkable  results.  Since  1992,  New 
Zealand  has  sustained  a  high  rate  of  economic  growth  with  real  GDP  expanding  5.9 
percent  for  the  fiscal  year  ending  June  30,  1995,  while  underlying  inflation^  has 
remained  under  2  percent.  Private  sector  investment  is  booming,  up  23  percent  for  the 
fiscal  year  ending  June  30,   1995.     Moreover,  the  New  Zealand  Government  has 


2  Underlying  inflation  is  the  Consumer  Price  Index  excluding  mortgage  interest  rates. 
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reduced  expenditures  from  41.2  percent  of  GDP  in  fiscal  year  1990/91  to  34.7  percent 
of  GDP  in  fiscal  year  1994/95,  producing  an  operating  surplus  of  3.6  percent  of  GDP. 
Net  government  debt  outstanding  has  fallen  from  a  peak  of  51.8  percent  of  GDP  on 
June  30,  1992,  to  37.9  percent  of  GDP  on  June  30,  1995. 

Struggling  to  downsize  and  reform  the  U.S.  government.  Congress  should  look 
to  New  Zealand  as  the  world's  laboratory  for  successful  economic  liberalization. 
Indeed,  the  1995  edition  of  The  Index  of  Economic  Freedom,  published  by  The 
Heritage  Foundation,  will  award  New  Zealand  a  score  of  1.75,  indicating  that  New 
Zealand  has  the  second  freest  economy  of  any  country  in  the  world,  ahead  of  the 
United  States.  The  1994  World  Competitiveness  Report  ranks  New  Zealand  first  in  the 
world  in  the  quality  of  government. 

Americans  can  learn  much  from  New  Zealand  about  how  to  reform  government 
to  promote  vigorous  non-inflationary  economic  growth.  So  borrowing  from  David 
Letterman,  I  present  you  with  my  top  ten  list  on  "What  Congress  Can  Learn  From  New 
Zealand." 

WHAT  CONGRESS  CAN  LEARN  FROM  NEW  ZEALAND 

Lesson  1:  Government  employees  are  not  bad  people,  but  instead  are  v/ell- 
meaning  people  who,  responding  to  perverse  bureaucratic  incentives,  produce 
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inefficient  and  undesirable  outcomes.  Institutions  must  be  changed,  if  reform  is 
to  succeed.  In  shaping  reform,  New  Zealand  consciously  employed  the  insights  of  the 
Public  Choice  school  of  economic  thought.  Public  Choice  teaches  that  people  in 
government  from  the  President  to  the  most  junior  civil  servant  will  attempt  to  advance 
their  interests  within  government's  existing  institutional  framework  just  as  they  would  in 
the  private  sector.  Therefore,  the  institutional  framework  in  which  people  operate  is 
more  important  than  individual  personalities  in  determining  outcomes.  To  reform 
government,  institutional  change  is  necessary.  Electing  or  appointing  good  people  is 
not  enough.  Incentives  must  be  altered  if  outcomes  are  to  be  changed. 

Lesson  2:  Unilateral  trade  liberalization,  unlike  unilateral  disarmament,  is  in 
America's  interest  New  Zealand  has  aggressively  dismantled  its  own  trade  barriers. 
All  quantitative  trade  restrictions  have  eliminated.  Tariffs  have  slashed  to  a  trade- 
weighted  average  of  3.4  percent.  Nearly  93  percent  of  all  imports  are  now  duty-free. 
Moreover,  the  Government  announced  in  1994  the  third  of  its  four-stage  program  to 
eliminate  all  tariffs  by  2004.  For  New  Zealand,  unilateral  trade  liberalization  is  not  an 
unrequited  benefit  to  rest  of  the  world,  but  instead  an  integral  and  necessary 
component  of  its  own  prosperity.  Congress  should  join  with  New  Zealand  and  follow 
the  advice  of  Nobel  Laureate  Milton  Friedman:  The  best  trade  policy  is  unilateral 
liberalization. 
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Lesson  3:  All  agricultural  subsidies  should  be  ended.  In  1984,  Kiwi  farmers 
received  various  agricultural  subsidies  that  amount  to  30  percent  of  all  farm  income. 
One  year  later,  the  Lange  Government  had  abolished  most  of  them  overnight  and 
quickly  phased  out  the  remainder.  Today,  there  no  subsidies  of  any  kind  except  for 
government  spending  on  inspection,  quarantine,  research,  and  pest  control  which 
amount  to  less  than  3  percent  of  farm  income.  While  painful  to  some,  the  adjustment 
process  was  swift.  Land  prices  fell  by  22  percent,  but  rebounded  sharply  after  1988.  A 
few  farmers,  about  800  in  all,  were  forced  out  of  business.  Today,  Kiwi  farmers  are 
better  off  without  the  subsidies  and  the  accompanying  regulations.  Net  farm  income 
exceeds  the  levels  of  the  early  1980s.  Production  is  more  diverse  as  farmers  have 
shifted  some  lands  from  pastoral  agriculture  to  beef,  apples,  summer  fruits,  grapes, 
horticulture,  and  forestry.  Congress  should  take  courage  from  the  New  Zealand  and 
adopt  the  more  modest  approach  proposed  by  the  Heritage  Foundation  to  phase-out  all 
U.S.  agricultural  subsidies  over  five  years. 

Lesson  4:  The  United  States  should  use  accrual-based  Generally  Accepted 
Accounting  Principles  (GAAP)  rather  than  cash  accounting  for  budgeting  and 
financial  management  purposes.  The  Public  Finance  Act  of  1989  forced  New 
Zealand  to  abandon  cash  accounting.  Like  any  large  private  business,  each 
department  must  now  produce  regular  financial  statements  prepared  on  an  accrual 
accounting  basis.  Since  the  1992/93  fiscal  year,  departmental  financial  statements 
have  been  consolidated  along  with  transactions  on  behalf  of  the  Crown  into  a  single 
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comprehensive  accrual  financial  statement.  Today,  New  Zealand  is  the  only  country  in 
the  world  that  produces  an  annual  financial  statement  according  to  Generally  Accepted 
Accounting  Principles  (GAAP).  Accrual  accounting  and  budgeting  forces  the 
Government  to  account  for  its  management  of  assets  and  liabilities  as  well  as  cash 
outlays.  When  New  Zealand  published  its  first  financial  statement  for  fiscal  year 
1992/93,  Kiwis  were  shocked  to  learn  that  their  Government  was  literally  bankrupt  with 
a  negative  net  worth  of  nearly  NZ$7  billion.  This  knowledge  helped  to  force  policy 
changes  that  are  expected  to  produce  a  positive  net  worth  by  next  June.  While 
adopting  accrual  accounting  and  budgeting  in  government  may  seem  technical,  it  is  a 
necessary  precondition  for  identifying  inefficiencies,  improving  services,  and  saving 
taxpayer  dollars  in  the  U.S.  government. 

Lesson  5:  A  capital  charge  should  be  applied  to  the  budget  of  each  federal 
agency.  Unlike  the  United  States,  New  Zealand  recognizes  the  cost  of  capital  in  its 
budget  and  accounting  systems.  Each  department  is  levied  a  capital  charge,  payable 
to  the  Treasury  twice  a  year.  The  capital  charge  is  based  on  applying  the  current 
interest  rate  on  long-term  Crown  debt  to  the  asset  base  of  each  department.  The 
capital  charge  creates  a  strong  incentive  for  CEOs  to  minimize  their  use  of  assets.  An 
independent  study  by  Price  Waterhouse  concluded  that  the  capital  charge  has  been 
successful  in  making  the  costs  of  owning  assets  explicit  and  forcing  managers  to  sell 
unneeded  assets,  accelerate  receivables  collection,  and  control  payables. 
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Lesson  6:  Department  Secretaries  should  enter  into  explicit  and  detailed 
contracts  for  government  outputs  from  the  agencies  under  their  supervision.  The 

State  Sector  Act  of  1988  changed  the  relationship  between  departmental  permanent 
secretaries  and  their  supervising  Ministers.  Permanent  secretaries,  who  were  the 
highest  ranking  Public  Service  officers  in  each  department,  became  Chief  Executive 
Officers  (CEOs).    Under  the  Public  Finance  Act  of  1989,  Government  Ministers  now 
must  purchase  policy  outputs  from  their  department.  Ministers  determine  policy,  set 
output  goals,  and  fix  limits  on  total  assets  and  expenditures  for  each  department. 
Ministers  then  negotiate  annual  agreements  specifying  the  performance  expected  from 
their  departments.  A  similar  approach  would  increase  agency  accountability  and 
performance  in  the  United  States. 

Lesson  7:  Subcabinet  agency  heads  and  members  of  the  Senior  Executive 
Service  should  be  placed  on  individual  performance-based  employment 
contracts  tied  to  their  agencies'  output.  Under  the  State  Sector  Act,  departmental 
CEOs  are  now  employed  under  individual,  limited-term  contracts  with  their  Minister. 
CEO  compensation  is  incentive-based  and  tied  to  achieving  previously  negotiated 
departmental  output  goals.  In  New  Zealand,  departmental  CEOs  now  face  an  incentive 
structure  similar  to  their  private  sector  counterparts. 
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Lesson  8:    Ranking  SES  officers  in  each  agency  or  office  should  be  granted  the 
full  authority  to  employ,  reward,  and  terminate  personnel,  contract  for  goods  and 
services,  and  make  capital  expenditures  within  their  existing  asset  base.  As  New 

Zealand  now  uses  outputs  to  measure  departmental  performance,  CEOs  have  been 
granted  near  total  control  over  their  own  departmental  inputs.  The  State  Sector  Act 
lifted  Public  Service  protection  from  other  departmental  employees.  CEOs  now  have 
broad  authority  to  hire,  reward,  and  fire  personnel  in  their  department.  The  Public 
Finance  Act  authorizes  CEOs,  within  broad  legal  constraints  and  ceilings  on  assets 
and  expenditures,  to  choose  freely  what  inputs  their  departments  will  use  to  achieve 
their  targeted  outcomes  in  the  most  cost-effective  way.  CEOs  may  buy,  lease,  or 
dispose  of  equipment  and  facilities.  CEOs  may  produce  services  in-house  or  contract- 
out  for  services  through  private  vendors.  Controls  on  office  supplies,  office  space, 
computing,  and  inputs  from  other  government  agencies  have  been  abolished. 
Delegating  input  management  to  CEOs  has  helped  to  cut  the  costs  of  service  delivery 
and  improve  employee  productivity. 

Lesson  9:  The  National  Labor  Relations  Act  should  be  amended  to  eliminate 
"majority  rule"  provisions  for  union  certification  in  a  bargaining  unit  and  grant 
every  employee  the  right  to  bargain  for  himself  or  choose  an  agent  or  union  to 
represent  him,  limiting  unions  to  bargaining  only  for  their  own  members.    New 

Zealand's  Employment  Contracts  Act  of  1991  is  the  most  revolutionary  and  progressive 
labor-management  relations  law  in  the  world.   The  Act  abolished  compulsory  unionism 
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and  gave  individual  employees  the  right  to  bargain  for  themselves,  hire  an  agent,  or  join 
a  union  for  collective  bargaining.  In  New  Zealand,  unions  may  only  negotiate  contracts 
for  their  members;  union  contracts  cannot  cover  non-union  employees.  If  40  percent  of 
employees  of  a  New  Zealand  firm  want  a  union,  then  the  union  can  negotiate  for  them. 
If  60  percent  want  a  union,  then  others  are  still  free  to  negotiate  for  themselves.  This  is 
far  more  flexible  and  fair  than  American  law  whereby  the  majority  of  employees  in  a 
particular  plant  or  bargaining  unit  may  impose  their  union  preference  on  the  minority. 
Moreover,  the  Kiwi  approach  eliminates  the  free  rider  problem  caused  by  the  majority 
rule  provision  which  forces  unions  to  negotiate  on  behalf  of  workers  who  elect  not  to 
join  unions  in  Right  to  Work  states. 

Lesson  10:  The  Humphrey-Hawkins  Full  Employment  and  Balanced  Growth  Act 
should  be  repealed,  and  the  Federal  Reserve  Act  should  be  amended  to  set 
achieving  and  maintaining  a  stable  level  of  prices  as  the  sole  goal  of  monetary 
policy.  Economists  acknowledge  that  the  only  achievable  objective  for  monetary  policy 
is  a  stable  price  level.  Other  goals  such  as  maintaining  high  levels  of  output, 
employment,  and  investment  may  be  desirable,  but  cannot  be  accomplished  through 
monetary  policy.  The  Reserve  Bank  of  New  Zealand  Act  of  1989  embodies  this  truth 
and  therefore  is  a  model  monetary  constitution  for  developed  countries.  The  Act 
established  a  single  goal  of  monetary  policy:  "The  primary  function  of  the  Bank  is  to 
formulate  and  implement  monetary  policy  directed  to  the  economic  objective  of 
achieving  and  maintaining  stability  in  the  general  level  of  prices."    In  contrast,  the 
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Humphrey-Hawkins  Act  establishes  multiple  conflicting  goals  for  the  Federal  Reserve 
System  in  the  United  States:  "The  Board  of  Governors  of  the  Federal  Reserve  System 
and  the  Federal  Open  Market  Committee  shall  maintain  the  long  run  growth  of  the 
monetary  and  credit  aggregates  commensurate  with  the  economy's  long  run  potential 
to  increase  production,  as  to  promote  effectively  the  goals  of  maximum  employment, 
stable  prices,  and  moderate  long-term  interest  rates. "  The  Humphrey-Hawkins  Act  is 
inherently  contradictory  and  dangerous  if  the  Fed  should  take  it  seriously.  This  Act 
should  be  repealed,  and  furthermore  the  Federal  Reserve  Act  should  be  amended  to 
assign  the  Fed  a  single  goal:  the  maintenance  of  price  stability. 
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Question  for  the  Record  Submitted  to 

Deputy  Assistant  Secretary  of  State  Sandra  B.  O'Leary 

by  Chairman  Douglas  Bereuter 

International  Relations  Committee 

Asia  and  Pacific  Affairs  Subcommittee 


Q:   Does  New  Zealand  support  the  inclusion  of  agriculture  in 
the  trade  liberalization  aspects  of  APEC? 


A:   New  Zealand,  like  the  U.S.,  strongly  supports  the  inclusion 
of  agriculture  in  the  trade  liberalization  aspects  of  APEC.   It 
believes  that  all  sectors,  including  agriculture,  should  be 
included  in  any  APEC  trade  and  investment  liberalization 
efforts . 
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Question  for  the  Record  Submitted  to 

Deputy  Assistant  Secretary  of  State  Sandra  B.  O'Leary 

by  Chairman  Douglas  Bereuter 

International  Relations  Committee 

Asia  and  Pacific  Affairs  Subcommittee 


Q:   Does  New  Zealand  share  the  U.S.  view  on  human  rights  in 
China  and  other  Asian  countries  like  Vietnam  or  do  they  handle 
this  question  differently? 

A:   New  Zealand's  values  regarding  human  rights  are  very 
similar  to  our  own.   It  plays  an  active  role  espousing  and 
supporting  them  in  international  fora.   Where  human  rights 
standards  have  been  widely  agreed  on  internationally.  New 
Zealand  also  raises  its  concerns  directly  with  other 
countries.   Examples  include  issues  involving  Tibet,  East 
Timor,  Rwanda,  and  the  former  Yugoslavia. 

New  Zealand  prefers  quiet  diplomacy  rather  than  a  more 
public  approach  in  dealing  with  human  rights  issues.   New 
Zealand  does  not  usually  co-sponsor  human  rights  resolutions 
affecting  individual  countries,  preferring  instead  to  support 
those  which  deal  with  broad  themes  or  issues.   However,  it 
usually  votes  with  the  U.S.  on  important  human  rights  issues  in 
the  UN. 

New  Zealand  does  not  link  its  trade  policy  to  its  human 
rights  concerns.   It  sees  economic  and  social  development  as 
ultimately  leading  to  improvement  in  political  rights. 
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Question  for  the  Record  Submitted  to 

Deputy  Assistant  Secretary  of  State  Sandra  B.  O'Leary 

by  Chairman  Douglas  Bereuter 

International  Relations  Committee 

Asia  and  Pacific  Affairs  Subcommittee 


Q:   Would  you  supply  the  subcommittee  with  a  general  staffing 
pattern  for  our  Embassy  in  Wellington  and  our  Consulate  in  • 
Auckland,  especially  highlighting  the  economic,  commercial,  and 
agricultural  positions? 

A:   A  copy  of  the  staffing  pattern  is  attached.   Our  country 
team  is  headed  by  Ambassador  Beeman.   He  takes  seriously  the 
Secretary's  decision  to  turn  the  Department  of  State  into  "the 
America's  Desk." 

In  Wellington,  we  have  a  full-time  economic  officer  under 
the  guidance  of  the  Political-Economic  Counselor.   They  are 
aided  by  another  officer  who  has  specific  responsibility  for 
science  and  technology,  aviation,  and  fisheries  issues  as  well 
as  for  reporting  on  political  developments. 

Our  recently  combined  Political-Economic  Section  allows  the 
Mission  to  better  coordinate  reporting  on  the  political  effects 
of  current  New  Zealand  developments  on  our  economic  and 
commercial  interests--and  vice  versa.   The  arrangement  has 
directly  and  substantially  improved  our  analysis  of  trends 
affecting  U.S.  investors  and  U.S.  exports. 

The  U.S.  Department  of  Commerce,  through  the  International 
Trade  Administration's  U.S.  and  Foreign  Commercial  Service, 
operates  two  offices  in  New  Zealand.   The  primary  office  is 
located  in  Auckland  and  is  staffed  by  an  American  Senior 
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Commercial  Officer  (SCO)  and  three  Foreign  Service  Nationals 
(FSNs) .   Two  of  the  FSNs  are  tasked  with  ongoing 
responsibilities  such  as  market  research  and  agent/distributor 
identification;  the  other  FSN  responds  to  requests  from  New 
Zealanders  for  contact  information  concerning  U.S. 
manufacturers  and  service  providers. 

A  second  commercial  office  is  located  at  the  Embassy  in 
Wellington,  staffed  by  one  full-time  FSN  and  another  FSN  shared 
with  the  Foreign  Agricultural  Service.   Under  the  supervision 
of  our  SCO  in  Auckland,  the  two  Wellington  FSNs  complement 
Auckland's  commercial  programs  and  maintain  USDOC ' s  close 
working  relationship  with  the  Ambassador  and  the  Embassy's 
POL/ECON  staff. 

Given  the  importance  of  agriculture  to  our  overall 
bilateral  relationship  with  New  Zealand,  we  normally  have  an 
Agricultural  Attache  in  Wellington,  assisted  by  an  FSN 
specialist  and  a  secretary  (this  latter  position  is  shared  with 
US&FCS) .   Due  to  the  recent  sudden  departure  of  our 
Agricultural  Attache  and  the  resignation  of  the  agricultural 
specialist,  we  are  working  closely  with  USDA's  Foreign 
Agricultural  Service  to  fill  these  vacancies  quickly  so  that  we 
can  maintain  appropriate  support  for  U.S.  agricultural 
exporters  and  marketers.   For  now,  our  Political-Economic  staff 
and  our  Agricultural  Attache  in  Canberra  are  providing  such 
assistance  until  the  staffing  gaps  are  filled. 
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CURRENT  FILLED  POSITIONS 

Americans FSNs 

WELLINGTON Direct  PSC    PIT    Direct    PSC    PIT 

Department  of  State 

Executive  4  1 

Political/Economic  5  1                ' 

Consular  1  2 

Administration  1  1 

Budget  &  Fiscal  1  4 

General  Services  1  5 

Communications  2  2 

Subtotal  Wellington  (State) :  14  1       1     15 

Foreign  Agricultural  Service  1  2 

Foreign  Commercial  Service  1  1 

U.S.  Intormation  Service  2  1             9         1 

Defense  Attache's  Office  3  1 

TOTAL  WELLINGTON:  20  1       1     28         11 


AUCKLAND 


Department  of  State  2            2  4        2 

Foreign  Commercial  Service  1  3 

U.S.  Information  Service  2 

TOTAL  AUCKLAND  2              3  9         2 

TOTAL  NEW  ZEALAND:  22        1      4  37         3 


ISBN  0-16-052195-5 


9  780160"521959 


90000 


